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Social Security Payroll 


Systems and Procedure 


Special 
applicable 
problems 

are discussed 


By WILLIAM M. 
LAYMAN* 





se taxpayers who, without giving due 
thought and consideration to the question, 
adopted hastily conceived and poorly suited sys- 
tems of payroll accounting for use under the Social 
Security Act—and these taxpayers are many—are 
now finding it advisable or even necessary to revise 
their systems or, in some cases, to discard their old 
systems and install new ones. Other taxpayers were 
prevented from making a final choice of systems 
because of the lack of state acts as January 1, 1937. 
Still other taxpayers have been unable, for various 
reasons, to install the permanent payroll and tax 
accounting records which will be required. It is 
hoped that such taxpayers, and others, will find this 
article a helpful discussion of the problems of ac- 
counting and of accounting systems which result 
from the Social Security Act. 


In order to illustrate the accounting procedure 
discussed herein, two partial reproductions of forms 
are submitted herewith. One of these illustrations 
shows a portion of a cash disbursement record, while 
the other presents an example of a weekly payroll 
form designed for use in states requiring contribu- 
tions from employees for state unemployment insur- 
ance and for facilitating an analysis of taxable 
amounts in cases where various bases of compensa- 
tion and reimbursement are used. No effort is made 
in this article to show the relative merits of particular 
systems now in use, or to weigh the advantages of 
different methods. Rather, it is desired to point out 
the problems involved in selecting or devising a 

* Certified Public Accountant, Chicago. 


system for specific situations and to suggest certain 
accounting procedures which may be found helpful 
in many cases. 


Systems 


HE nature of the demands to be made upon 

an accounting system determines the form that 
system must take, and the scope of it. Perhaps it is 
impossible to anticipate all the demands that will be 
made upon the payroll accounting records under the 
Federal and the various state Social Security Acts, 
but these requirements are sufficiently well-known 
that dependable conclusions may now be reached. 
It is quite clear, for example, that much criticism 
should be made of the suitability in particular cases 
of many of the payroll systems which were devised 
prior to the enactment of the state laws in the states 
where the systems in question were to be used. 
Practically all of these systems made provisions for 
the deduction of employee contributions for the state 
unemployment fund, and many of the states have 
subsequently enacted laws which make no state 
assessments on employees. Furthermore, little con- 
sideration was given to the individual problems of 
particular businesses, for the main idea then was to 
devise something marketable and to get an early start 
in the business of selling forms. The result in many 
individual cases would remind one of the gentleman 
who went to the Embassy ball in a high silk hat and 
carpet slippers—it simply is not right, and may even 
be cumbersome and wasteful of time and clerical 
energy. 


The following factors are the principal ones, in 
most cases, which influence the form and nature that 
payroll systems must take. 


1. State Laws.—The Federal law is the same in all 
states, but the state laws vary from each other and 
from the Federal law in many ways. These differ- 
ences must be taken into consideration in the light 
of the demands made thereby upon each individual 
employer. 


2. Total Number of Employees—Where there are 
large numbers of employees, the records must be 
indexed and arranged in sucha way as to facilitate 
ready use and reference, and to minimize clerical 
errors in handling the mass of detail work necessary 
in the maintenance of the records. 


3. Variety of Bases of CompensationMany em- 
ployers compensate their employees in several differ- 
ent ways. Usually there is the regular weekly, 
semi-monthly, or monthly payroll. Then there are 
other employees who are paid on an hourly basis, 
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commission or bonus basis, while still others are 
paid on a regular and overtime basis, or on some 
other basis which is contingent upon or relative to 
the time worked or the results accomplished. This 
factor may complicate the bookkeeping work and tax 
computations as much or more than any other single 
factor. The records adopted must, of course, have 
sufficient flexibility to accommodate all the different 
bases of compensation which each employer may use. 

4. Facility of Use or Adaptability to a Particular 
Situation.—Every employer will have his own par- 
ticular payroll problems. Other employers, of 
course, will have similar problems, but not all em- 
ployers will have the same problems. The par- 
ticular situation confronting each employer should 
determine the type of records to be selected for his 
business. For instance, bookkeeping machines are 
desirable for some employers, loose leaf records for 
others, while the so-called “visible” records, or card 
records attached to trays or drawers in special filing 


cabinets will be found most appropriate for still 
others. 


5. Adaptability to Present General or Cost System. 

The payroll system adopted should, of course, be 
apposite to the general accounting system, insofar 
as is practicable. In planning the payroll system, 
consideration should be directed particularly to the 
proper co-ordination of work, to the avoidance of 
unnecessary detail work, and to the best utilization 
of time in the accounting department. 


Records Needed 


HE form and scope of payroll accounting systems 
may appropriately vary in different situations. 
It should be noted that there is no officially pre- 
scribed system of accounting and statistical records. 
Taxpayers may use whatever type and form of 
records they choose, provided such records meet the 
minimum requirements of the law. While there is 
a considerable variety of forms which have been 
approved by experts, most of these records are funda- 
mentally the same and vary only as the needs and 
convenience of particular taxpayers vary. These 
records may be described as follows 
Employee's History anaes 
Record of Earnings and Taxes 


Weekly Payroll Records 


Employee’s History 


HE employer should have a complete record of 

every one of his employees, which may be called 
an Employee’s History Record. The information 
contained in this record is much the same as is ordi- 
narily required by prudeni and careful employers in 
applications for employment, or by insurance com- 
panies in applications for insurance. While the 
information required for the History Record is not 
immediately necessary under the Act, it will become 
increasingly important as time passes. It will be 
needed especially for co-operation with public em- 
ployment bureaus to be established under the Act, 
for use in the administration of the unemployment 
compensation payments, and for reports which must 
be made to official agencies of one kind or another. 
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This record may prove valuable to employees who 
may later be entitled to benefits, particularly in 
enabling the employer to verify the statements and 
claims his employees (or former employees) may 
have to make in order to receive their benefit 
payments. 


Record of Earnings and Taxes 


HIS is an individual earnings and tax record for 

each employee. It is a transcript of the earnings 
and taxes as shown on the payroll sheet, and must 
be cumulated over a period of time. 


Weekly Payroll Records 


HIS record is a list of employees for a particular 

week or other payroll period, the amounts they 
have earned, an analysis of their taxable earnings, 
a list of deductions, and the amounts paid. 

The employee taxes, under the Federal Act, must 
be calculated for each employee separately, but the 
taxes on the employer may be calculated on the total 
amount of the taxable payroll. It is very important 
that the bookkeeper, the paymaster, or other persons 
responsible for the payroll must know what amounts 
are taxable and what items of compensation are 
exempt. Asa matter of keeping consistent and com- 
plete records, the nature of all exemptions should be 
clearly stated in the code used to identify amounts 
which are not subject to the tax. 


Accounting Procedure 


ONVENIENCE in compiling the necessary data 

in regard to payrolls and taxes may require that 
all compensation for service, including commissions, 
bonuses, wages and all forms of compensation, be 
recorded in one payroll record which may, of course, 
be divided into several sections if desired. The rou- 
tine bookkeeping work in many cases will be greatly 
complicated in the future if ordinary payrolls, com- 
missions and bonuses, and other forms of compensa- 
tion are recorded in separate records in the manner 
which has been common up to the present time. The 
weekly payroll form, shown in Exhibit 2, provides 
a convenient means for the assembly of all forms 
of compensation into one record, which also includes 
an analysis of the compensation for tax purposes, a 
detailed record of the employee deductions, and the 
net amounts paid each employee 


It should be noted that the convenient use of the 
weekly payroll record for all forms of compensation 
may in many cases require the use of a “Payroll 
Clearing Account” in the general ledger. For ex- 
ample, in Exhibit 2 there is presented a payroll 
which includes the following items, all of which are 
paid. at different times, from different funds, or on 
varying bases: 


Regular salaries and wages 


$3,199.50 


Commissions . .. 388.38 
Auto expense allowances 60.00 
Travel expense allowances 50.09 


Total to be accounted for $3,697.88 


a 


a 
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EXHIBIT I—CASH DISBURSEMENTS 
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Employee deductions are to be made from the 
above amounts as follows: 
State unemployment insurance 


Federal old age benefits ...... ete 34.38 
Group insurance 





Total deductions . $108.21 








The taxes on the employer amount to $106.14. 
This amount may not be correct under some state 
laws, but it will serve for purposes of this illustration. 

The record shows that payments of the amounts 
due to employees were made as follows: 


12/21 Check No. 1039 . , ne .... $ 69.38 
12/21 Check No. 1040 ..... ae ; 29.50 
12/22 By petty cash . een Pia’ 135.50 


12/24 By check No. 1041 to reimburse payroll 


‘bank account for payroll checks No. 1107 
to No. 1198, inclusive . Boer 


ere $3,589.67 


The necessary entries to record the payroll, pay- 
ment thereof, deductions from employees’ compensa- 
tion, and the employer taxes are journalized below. 
In this connection it should be noted that in Ex- 
hibit 1 the cash disbursement record is a columnar 
form of cash journal, and that many of the columns 
have been cut out of the illustration which does not, 
therefore, reproduce completely the entries in the 
disbursement record. 


Total paid to employees .. 


Use of a Payroll Clearing Account 


T WILL not be necessary to enter into a lengthy 
discussion of the merits of using a “Payroll Clear- 
ing Account,” for experienced accountants and cor- 
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Credit entry made in red ink at 
the end of each week to distribute 
payroll and to balance the "Payroll 


Clearing Account." The debits for 
charges to the various departments 
‘are to be entered in black ink, but 
are not shown in this example 
because the departmental columns 
had to be cut out of the exhibit. 
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Debit to expense not shown in 
this illustration on account of 
space limitations. 





poration executives are generally quite familiar with 
this type of account. Examples of the proper dis- 
bursement record entries will be found in Exhibit 1 
for all payments of salaries, wages, commission, or 
other compensation when a “Payroll Clearing Ac- 
count” is used in conjunction with the analytical 
payroll record. It should be remembered that there 
may be wide variations in the forms of these entries 
and payroll analyses, but the basic accounting prin- 
ciples would remain the same wherever the “Payroll 
Clearing Account” is used. 

The example in Exhibit 1 presupposes the exist- 
ence of a special payroll bank account to which funds 
are transferred each week to balance the total amount 
of payroll checks issued, but the special payroll bank 
account is not an indispensable part of the plan. 
It is contemplated that payments may be made by 
regular check or cash, or both, or in any other me- 
dium. The book entries would merely be changed 
as required by the manner of payment. 

If some employees are paid during the week (or 
other payroll period), and others at the end of the 
week, the payments during the week will be entered 
on the Cash Disbursements Record (check register, 
voucher register, or cash journal) and also recorded 
on the payroll records for the week. Then, at the 
end of the week the payroll at that time would also 
be entered on the weekly payroll record and charged 
in the Cash Disbursement Record to the “Payroll 
Clearing Account.” At the end of each week an 
analysis is made of the payroll, the various depart- 
ments are charged with the proper amounts, and the 
“Payroll Clearing Account” is balanced by the credit 
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entry in making the payroll distribution. 


THE TAX 


The fol- 


lowing examples and journal entries are submitted in 


order to make the procedure entirely clear. 


The 


amounts used in these entries are taken from Ex- 


hibits 1 and 2. 


Example of journal entries to record payments of 
compensation before regular pay day (See Exhibit 1): 





MAGAZINE 


Payroli Clearing Account 
Bank 
Payroll Clearing Account ... 
Bank (or Petty Cash) 
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30 


Dr. Gr, 
29.50 

29 
135.50 

135. 


NOTE that the amounts used in the above entries are NET, that 
that the amounts entered in the Cash Disbursements Record are the 
Notice how the entries of these items 
are made, with an analysis of the deductions, in the Weekly Payroll 


net amounts after all deductions. 


Record (Exhibit 2). 


50 


is, 


Also note particularly that this procedure avoids 


the necessity of making a separate entry in the Cash Disbursements 
Record for each deduction that is made on payments prior to the 
established pay day or that are for any other reason paid separately 


from the regular payroll. 


PAYROLL RECORD 








PAY ROLL For WEEK samnneinenninteiat_site o- pant Thm eoarLovEE 


C - TEMPORARY EMPLOYEE 











Dr. Cr. 
Payroll Clearing Account $ 69.38 
Bank $ 69.38 
EXHIBIT II—WEEKLY 
compan sii 2) rus alge 
| Ldeocesecdiin " 





STATUS CODE 












REASON CODE 


@ - ILLNESS OR INJURY RESULT OF WORK 
8 - ILLNESS NOT RESULT OF WORK 
C . TIME TAKEN OFF VOLUNTARILY 


EX - EXEMPTION CODE 
A - EARNINGS EXEMPT 
8 - EMPLOYMENT 
C- AGE Limit 


NET AMOUNT | CHEeck | 
Palo No, 
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Example of journal entry to record payments of 
amounts due at the end of the week (or on regular 


pay day): 


Dr. Cr. 
Payroll Clearing Account ........... $3,463.50 
Regular Bank Account (for trans- 
fer to payroll bank account) $3,355.29 
Accrued Payroll Taxes ...... 66.21 
Group Insurance Account ..... 42.00 


Example of journal entry to distribute payroll and 
to close Payroll Clearing Account each week: 


Dr. Cr: 
Payroll—Department A .... .. . $350.00 
Payroll—Department B vie EESO 
Commission—Department B . 74.90 
Payroll—Department C . os + SES 
Payroll—Department D . 685.50 
Payroll—Department E . 801.15 
Payroll—Department F . 993.20 
Payroll—Solicitors ... ; 45.00 
Commission—Solicitors 313.48 
Auto Mileage—Solicitors 60.00 
Travel Expense—Solicitors 50.00 
Payroll Clearing Account $3,697.88 


Example of journal entry to record amount of 
employer’s taxes each week: 
Dr. Cr. 
Payroll Taxes (expense) $106.14 
Accrued Payroll Taxes $106.14 


Statements of Tax Deductions 
To Be Furnished Employees 


Article 206 of Regulations 91 requires that at the 
time each payment of wages is made, the employer 
shall furnish to the employee a written statement 
showing the amount of employee tax deducted from 
the wages of the employee. No form is prescribed 
for such statement, but, if payment is made by check, 
the following form of check ought to meet the mini- 
mum requirements of the law: 


FIRST NATIONAL BANK 


PAYROLL ACCOUNT 


a 
= 19 





Pay To THE 
ORDER OF 





zi DOLLARS 





LESS— 
FES. C.A.8. TALQ...8..... 
i ee ee 


THE EMPLOYER CORPORATION 


BALANCE DUE 





It will be noted that this suggested form of pay 
check does not have a detachable voucher to be 
retained by the employee. 

If payment is made by cash, a rubber stamp may 
be used to stamp the following on the pay envelopes 
or on a small slip of paper which would be inserted 
into the pay envelopes: 


PAY TO 





LESS-FED. O.A.B. TAX 
STATE U.I. 











BALANCE DUE 
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Some Points to Watch 


HIS article is intended to deal with questions 

of payroll tax accounting and payroll systems 
under the Social Security Act strictly from the ac- 
counting viewpoint. For that very reason, however, 
it is necessary that some consideration be given to 
the law, particularly as it affects the accounting pro- 
cedure. Lack of space, however, prohibits the exten- 
sion of this article to include comment on all the 
important phases of the law. It goes without saying, 
of course, that those in charge of payroll accounting 
systems must have at least a broad general knowl- 
edge, not only of system, but of the requirements 
of the law, and must be familiar with the required 
Federal and state returns and reports of all kinds, 
the time such returns and reports must be filed, and 
the places where they must be filed. Use of this 
information will be simply a matter of routine, but 
there are questions of a more complex nature, some 
of which are: 


Employment Contracts.—The earnings of persons 
classified as independent contractors are not subject 
to any of the Social Security taxes. The legal dis- 
tinction between employees and independent con- 
tractors must be thoroughly understood if the tax is 
to be correctly computed. The possibilities of em- 
ployment contract revisions as a means of saving 
taxes should not be overlooked. 


Exempt Compensation—While most employers 
engaged in a trade or business will have very few, 
if any, employees whose compensation is exempt, 
whatever compensation that is exempt should be 
clearly identified in the records. 


Difference Between Federal and State Laws.—It is 
possible in some states that employers who obtain 
merit ratings for stabilization of employment will 
receive credits against their state tax before similar 
credits may be obtained against the Federal tax. 
Then, the Federal and state authorities perform dif- 
ferent functions. These and other differences in 
Federal and state laws should be understood by 
every taxpayer. 


Work Performed in More than One State.——If an 
employee performs work in two states, it is possible 
that there may be a question concerning the juris- 
diction under which he is subject to state tax. All 
of the state laws which have been enacted up to the 
present time base their coverage primarily on the 
place where the work is performed. A few laws 
provide, in addition, that if the contract of hire is 
made within the state and is in part performed within 
the state, the entire employment is covered thereby 
(New York). Under such laws it is entirely possible 
that the greater part of the employment is performed 
in a state other than that in which the contract of 
hire is made. Two states may, therefore, be covering - 
the same employment. The necessity for avoiding 
duplication of coverage by two or more states is 
recognized and is now a subject of study by several 
groups. Representatives of the Social Security 
Board are co-operating with a committee appointed 
to suggest a basis of coverage that would avoid dupli- 
cation, promote simplicity of administration, and ex- 
(Continued on page 116) 





Insurance Trusts Under 
Inheritance and Estate 


‘Tax Laws 


By GEORGE 1, ALTMAN* 


INCE the decision of the New Jersey Supreme 

Court in Fagan v. Bugbee, 143 A. 807 (N. J.) 
rendered December 6, 1928, legislatures, tax depart- 
ments and courts have been compelled to re-examine 
the basis and nature of the favored treatment ac- 
corded life insurance under inheritance and estate 
tax laws. That case involved a revocable life insur- 
ance trust, and it was held that while insurance pay- 
able to named beneficiaries was exempt from state 
inheritance tax, insurance payable to a trustee, the 
trust instrument naming the beneficiaries, was sub- 
ject to the tax. There was nothing in the statute, 
under which the tax was asserted, bearing expressly 
on insurance policies. The Court, moreover, con- 
ceded that the proceeds of the insurance did not pass 
by “will” or “inheritance.” It was under the provi- 
sion for subjection to the tax of transfers by “deed, 
grant, bargain, sales or gift intended to 
take effect in possession or enjoyment at or after 
such death” that the Court held the proceeds of 
the policies taxable. 

The insured in that case had reserved the right 
to change beneficiaries and to receive the dividends 
on the policies ; and he also agreed to pay the premi- 
ums. But the Court cited Tyler v. Treasurer, 115 
N. E. 300 (Mass.) as authority for the point that 
the rights of a beneficiary in a policy vest immedi- 
ately on its issuance in spite of the reservation of 
rights by the insured. It was not such reservation 
of rights in the policies that moved the Court to hold 
the proceeds subject to the tax. It was rather the 
point that the transfer to the named beneficiaries 
took place by deed of trust rather than by contract 
of insurance that brought the receipt of the proceeds 
within the terms of the statute. The statute, the 
court held, did not cover transfer by “contract,” but 
did cover transfer by “deed.” 


Clearly, no question of the power of the legislature 
was involved here. In Chase National Bank v. United 
States, 278 U. S. 327, decided less than a month 
after the Fagan case, it was made obvious that either 
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an inheritance tax or estate tax could reach the 
proceeds of insurance policies, even though there be 
no intervening trust, if the policies were subject to 
any reservation of interest in the insured, such as the 
right to change beneficiaries. The policies in the 
Chase National Bank case were taken out after the 
statute involved was enacted; but that point was 
not brought into the consideration of the Court in 
that case. It was the reservation of rights by the 
insured that brought the policies within the power 
of Congress under an estate tax. The “vesting” of 
the rights of the beneficiaries was held to be shadow 
and not substance. If the taking out of the policies 
by the insured constituted a gift or transfer to the 
beneficiaries, the gift or transfer was not complete 
until death. Thus the theory of the Tyler case that 
a beneficiary’s rights vested immediately and that 
therefore the policies could not constitute a transfer 
to take effect in possession or enjoyment at or after 
death, was summarily disposed of. In Jn re Marshall 
Estate, 228 N. W. 920 (Minn.) the Court distin- 
guished both the Chase National Bank case and the 
Fagan case on the ground that in the case at bar the 
insured had reserved no rights in either the policies 
or the trust; and in Bingham v. United States, 296 
U. S. 211, and Industrial Trust Company v. United 
States, 296 U. S. 220, the absence of a reserved in- 
terest of the insured (the right of reversion on pre- 
decease of the named beneficiaries being held not 
such an interest) was made the distinguishing charac- 
teristic. Thus there is nothing left to the distinction 
in the Fagan case between policies payable directly 
to named beneficiaries and policies payable to a 
trustee, the trust instrument naming the beneficiaries, 
than a literal adherence to the bare words of the 
particular statute. 


It is necessary to look further to find the basis 
of the favored position of insurance policies nega- 
tively implied in the Fagan case. The result of the 
Fagan case was in effect repudiated by the New 
Jersey legislature. By amendment Chap. 144, L. 
1929, that legislature expressly exempted from the 
inheritance tax insurance payable to named bene- 
ficiaries whether payable directly to them or payable 
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to a trustee the trust instrument naming the bene- 
ficiaries. The terms of the statute involved in the 
Fagan case still are in many states the only basis 
upon which taxability of insurance proceeds under 
the inheritance tax law can be determined. In others 
express reference to insurance has only recently been 
made. Clearly, insurance payable to named bene- 
ficiaries, whether directly or through a trustee, does 
not pass by will or inheritance. Just as clearly it 
is not ipso facto a transfer in contemplation of death. 
Where the statute does not expressly cover insur- 
ance, it is only, as in the Fagan case, a transfer 
by “deed, grant, bargain, sale or gift,” to take effect 
in possession or enjoyment at or after death, that 
insurance can be subjected to the inheritance tax. 
The same distinction made by the Fagan case under 
the provision taxing transfers to take effect in pos- 
session or enjoyment at or after death was made 
in a ruling of the Attorney General of Michigan, 
in 1924 (Reports, Atty. Gen. 1923-1924, pages 331, 
332, 357, 358). In New York, the same statutory 
provision was considered in Jn re Haedrich’s Estate, 
236 N. Y. S. 395, affd. 230 App. Div. 763, affd. 256 
N. Y. 84, 177 N. E. 160 (1931), and the distinction 
made in the Fagan case was expressly rejected. In 
the New York case, as in the Fagan case, the trust 
was revocable; and to the same extent the transfer 
to the named beneficiaries was by deed of trust. 

The New York Court discovered the essence of the 
question. The exemption of insurance policies from 
transfer tax did not result from any sleight-of-hand with 
the words of the statute ; it resulted from a public policy 
more than a century old. Insurance policies for 
designated beneficiaries have held a favored position 
because in the vast majority of cases they were made 
for the benefit of dependents and thus tended to 
remove the possibility of their becoming public 
charges. In Matter of Killien, 35 Pac. (2d) 11 
(Wash., 1934), although an express statutory refer- 
ence to insurance was also involved, the Court 
considered exhaustively the effect of the provision 
for taxation of transfers to take effect in possession 
or enjoyment at or after death, and vigorously re- 
jected the view of the Fagan case and adopted that 
of In re Haedrich. The Washington Court as the 
New York Court considered public policy the foun- 
dation for the exemption accorded insurance by judicial 
interpretation. 

Taxing statutes, it has been held in a long line of 
cases, among the latest of which is McFeely v. Com- 
missioner, 56 S. Ct. 54, cannot be extended beyond 
the clear import of the language used; if the words 


. are doubtful, the doubt must be resolved in favor 


of the taxpayer. It is not difficult, therefore, under 
the influence of a specific public policy, for a court 
to avoid an interpretation which would conflict with 
that public policy and favor the State when a reason- 
able interpretation can be found which would both 
support that public policy and favor the taxpayer. 
If it is reasonable to say that insurance payable 
directly to named beneficiaries is not a transfer by 
“deed, grant, bargain, sale or gift” intended to take 
effect in possession or enjoyment at or after death, 
it is just as reasonable to say that insurance payable 
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to a trustee, the trust instrument naming the bene- 
ficiaries, is not such a transfer. To call an insurance 
policy a contract, and a trust instrument a deed, 
and to say that a beneficiary of an insurance trust 
takes by the deed of trust and not by the contract 
of insurance is but legerdemain with words. It 
might be indulged in to favor the taxpayer under 
the rule that any doubt is to be resolved in favor 
of the taxpayer; but, by the same rule, it cannot 
be availed of in favor of the State. 


Thus far the issue has been considered with re- 
spect to the statutory provision for taxation of 
transfers to take effect in possession or enjoyment 
at or after death. In California there is an express 
exemption up to $50,000 of insurance payable to 
“named” beneficiaries. In Kentucky, there is a like 
exemption up to $10,000; and in Connecticut there 
is the same exemption, but without limitation. In 
North Carolina there is a similar exemption applicable, 
however, only to “Class A” beneficiaries. In New York 
there is an exemption up to $100,000 of insurance 
payable to named beneficiaries, the Act following in 
its language the federal estate tax Act. In Mis- 
sissippi the exemption up to $20,000 also follows the 
language of the federal Act. Such an express ex- 
emption was also contained in the Washington 
statute involved in the Killien case. 


In these express statutory provisions indicated, 
no reference is made to insurance payable to a trus- 
tee. The exemption under the federal Act—Section 
302(g) of the Revenue Act of 1926—applies to the 
“amount receivable by all other beneficiaries” than 
the executor; and on the basis of this provision the 
regulations—Art. 27, Regulations 80—treat as within 
the exemption insurance “not receivable by or for 
the benefit of the estate.” If the proceeds are sub- 
ject to the payment of charges against the estate, 
the exemption does not apply; if they are not so 
subject, the exemption applies. Such would be the 
purport of the regulations quoted. A district court, 
in The Union Trust Company of Pittsburgh v. Mc- 
Caughn, 24 Fed. (2d) 459, and the United States 
Board of Tax Appeals, in Morton, Admr. v. Com- 
missioner, 23 B. T. A. 236, have held to the same 
effect. 


In substance the language of none of the express 
statutory provisions referred to is different from that 
of the federal Act. A ruling of the Attorney General 
of North Carolina, January 4, 1936, applies to such 
a provision the distinction made in the Fagan case. 
However, the question under such provision is not 
whether there is a transfer by “deed, grant, bargain, 
sale or gift” intended to take effect in possession or 
enjoyment at or after death, or a transfer by “con- 
tract” but whether the policies are payable to or for 
the benefit of the estate or to or for the benefit of 
named beneficiaries. While the italicized phrase is 
not in the statute, the regulations and decisions 
referred to under the Federal Act and the Killien 
case under the Washington statute, indicate that it 
is vital to the intent and purpose of the exemption. 

A distinction drawn in practice in many States 
under the provision for taxation of transfers to take 
effect in possession or enjoyment at or after death, 

(Continued on page 118) 





The Taxability of Dividends 


By HAROLD C. ANDERSON* 


HE closing months of 1936 witnessed an un- 

precedented flood of dividends, due to some ex- 

tent to the advancing tide of prosperity but 
due in larger measure to the efforts of corporations 
to avoid the surtax on undistributed profits imposed 
by the Revenue Act of 1936. Many taxpayers there- 
fore on preparing their 1936 federal income tax 
returns will find that dividends represent a much lar- 
ger part of their taxable income than heretofore. 


Under the 1936 Revenue Act, unless the profits 
are distributed to the stockholders in such form that 
the stockholders have received taxable income, the 
corporation is subject to a surtax, in addition to the 
normal tax, on such profits at rates graduated from 
7% to 27%. Dividends received by individuals, 
which under prior laws were subject only to surtax, 
are now subject to normal tax as well. Dividends re- 
ceived by corporations from domestic corporations 
are taxable only to the extent of 15% of such divi- 
dends. 

Not all dividends, however, are taxable in the 
hands of the recipient, and in some cases the divi- 
dend may be taxable in part and may in part repre- 
sent a return of capital. And this may be true of 
dividends paid in property other than money. 


Dividends by Companies Having 
Operating Deficits 


NDER sound financial management and usually 

in accordance with the provisions of its state 
charter a taxable dividend can not be paid by a 
corporation having an operating deficit until such defi- 
cit had been made good out of current earnings. Un- 
der the 1936 Revenue Act, Section 115(a), however, 
if the dividends paid during a particular year are not 
in excess of the earnings of that year, it is not neces- 
sary in determining the taxability of the dividends to 
take into consideration the amount of net earnings 
accumulated since, February 28, 1913. In other 
words, a corporation may have an operating deficit 
at the beginning of a year but if the corporation has 
had net earnings for that vear, dividends paid may 
be taxable to the extent of such net earnings. This 
would be true even though the net earnings for the 
year were less than the operating deficit at the be- 
ginning of the vear so that there would still be an 
operating deficit at the end of the vear. This means 
that in such a situation a stockholder may in reality 
be having returned to him a portion of his invest- 
ment but under the 1936 Revenue Act it will be 
taxed as a dividend. 


Let us assume for purposes of illustration a some- 
what extreme situation. A corporation is organized 
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in 1929 with 10,000 shares of capital stock with a par 
value of $100.00 a share. On January 1, 1936 the 
company has an operating deficit of $500,000.00 but 
because of a sudden change in conditions affecting 
the particular industry, the company has in 1936 a 
net income (after deducting the federal normal in- 
come tax) of $400,000.00, which leaves it with an 
operating deficit of $100,000.00 at the end of the 
year. The company pays in 1936 a dividend of 
$200,000.00 to avoid paying $52,000.00 in surtax. A 
stockholder owns 1,000 shares which cost him 
$100,000.00. He receives a dividend in 1936 of 
$20,000.00 which, under the 1936 Act, is taxable income 
to him. In 1937 the affairs of the company have 
taken a turn for the worse, and having lost faith in 
the future of the company, the stockholder sells his 
1,000 shares of stock for $60,000.00. His loss on 
the venture is, of course, $20,000.00—his investment 
of $100,000.00 less the $20,000.00 dividend and the 
$60,000.00 selling price of the stock. And that is 
how it would have been figured under prior revenue 
law. Under the present revenue act, however, he 
is considered to have received an income of $20,000.00 
in 1936 and is taxed thereon, while he is considered 
to have sustained a loss of $40,000.00 in 1937, which 
being a capital loss, may operate to reduce his taxa- 
ble income to the extent of only $2,000.00. Although 
he has actually sustained a loss of $20,000.00 on his 
investment in the company, he has been required to 
pay a tax on a so-called income of $20,000.00. Whether 
a provision of the law which produces such a result 
will stand in the courts remains to be seen. 


The provision to the effect that a distribution by 
a corporation is a taxable dividend if paid out of the 
earnings or profits of the taxable year, even though 
the corporation may have an accumulated deficit 
from operations and under the provisions of its state 
charter it cannot legally pay any dividend, appears 
for the first time in the Revenue Act of 1936 in Sec- 
tion 115(a). 

This provision is in seeming conflict with Section 
115(b) which provides that, 

For the purposes of this Act every distribution is made 


out of earnings or profits to the extent thereof, and from ° 


the most recently accumulated earnings or profits. Any 
earnings or profits accumulated, or increase in value of 
property accrued, before March 1, 1913, may be distributed 
exempt from tax, after the earnings and profits accumu- 
lated after February 28, 1913, have been distributed, but 
any such tax-free distribution shall be applied against and re- 
duce the adjusted basis of the stock provided in Section 113. 


The United States Board of Tax Appeals in con- 
struing the provisions of Section 115(b) under prior 
revenue acts has held that a distribution received by 
stockholders from a corporation having an operating 
deficit is deemed to be from capital or paid-in sur- 
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plus even though the corporation had earnings in 
the year of the distribution. (See Appeal of Henry 
Bradley Plant, 30 B. T. A. 133, affirmed by the Cir- 
cuit Court of Appeals, Second Circuit.) The question 
may be pertinently raised if a dividend received from 
a corporation having an operating deficit, even 
though it may be treated by the 1936 Revenue Act 
as being a taxable dividend for the reason that there 
were earnings for the taxable year out of which it 
is deemed to have been paid, constitutes income 
within the meaning of the Sixteenth Amendment to 
the Constitution. (Because most states do not per- 
mit the payment of dividends by corporations having 
a deficit, it will probably be found that few corpora- 
tions having a deficit at the end of 1935 have paid divi- 
dends in 1936, even though they had earnings in that 
year. Under the Regulations, however, the failure to 
pay dividends which they can not legally pay will sub- 
ject such corporations to the surtax on undistrib- 
uted profits. Many lawyers consider that there are 
good grounds for contending that the state charter 
is a contract prohibiting the payment of dividends 
within the meaning of Section 26(c)(1), notwith- 
standing the Treasury’s interpretation to the con- 
trary.) 


Accumulation of Profits Since March 1, 1913 


HE question of what constitutes an accumula- 

tion of profits since March 1, 1913 of corpora- 
tions organized before that date has been passed 
upon by the U. S. Supreme Court in the case of Hel- 
vering v. Canfield, 291 U. S. 163, Cumulative Bulletin 
XITI-1, page 176. 


Assume we have a dividend situation as follows: 

















Surplus March 1, 1913. $100,000.09 
Earnings March 1 to December 31, 1913 10,000.00 
Surplus December 31, 1913 110,000.00 
Losses January 1, 1914 to December 31, 1916 25,000.00 
Surplus December 31, 1916 2A 85,000.00 
Earnings January 1 to December 31, 1917 15,000.00 
Surplus December 31, 1917 100,000.00 
Losses January 1 to December 31, 1918 10,000.00 
Surplus December 31, 1918 90,000.00 
Earnings January 1 to December 31, 1919 5,000.00 
Surplus December 31, 1919 95,000.00 
Earnings January 1, 1920 to date of dividend 15,000.00 
Surplus at date of dividend $110,000.00 





Dividend in 1920 $25,000.00 











In the above situation it will be noted that from 
March 1, 1913 to the date of the dividend the sur- 
plus increased $10,000.00, being the net earnings for 
the period. It might therefore be hastily assumed 
that when the dividend of $25,000.00 was paid in 
1920 only $10,000.00 of it was taxable as being out 
of accumulated earnings and $15,000.00 of the divi- 
dend would be tax free in the hands of the stock- 
holders as being a distribution of capital or out of 
earnings accumulated prior to March 1, 1913. That 
is not the actual situation, however, under the Can- 
field decision. The losses for the period January 1, 
1914 to December 31, 1916 have the effect of wip- 
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ing out the earnings from March 1 to December 31, 
1913 and reducing the surplus at March 1, 1913 to 
$85,000.00. In other words, there being sufficient 
surplus on March 1, 1913 to take up the excess of the 
loss for the period to December 31, 1916, such excess 
of the loss disappears from further consideration. 
The computation of the accumulated earnings from 
March 1, 1913 therefore starts with the earnings for 
the year 1917 of $15,000.00. From this is deducted 
the losses for 1918 of $10,000.00 and added the earn- 
ings for 1919 of $5,000.00 and the earnings in 1920 
to the date of the dividend of $15,000.00. Thus the 
undistributed earnings from March 1, 1913 to the 
date of the dividend in 1920 are actually $25,000.00. 
The dividend of $25,000.00 is therefore wholly taxa- 
ble in the hands of the stockholders even though the 
net earnings from March 1, 1913 to the date of the 
dividend are actually less than the amount of the 
dividend (see also Article 115-2 of Regulations 86). 


If in the above example the losses from January 
1, 1916 to December 31, 1916 had been $50,000.00 in- 
stead of $25,000.00 the March 1, 1913 surplus would 
have been reduced to $60,000.00 and the $25,000.00 
dividend would still have been taxable, although 
there would have actually been an operating deficit 
from March 1, 1913 to the date of the dividend. 

Where, however, after eliminating from consider- 
ation losses which operate to diminish the March 1, 
1913 surplus, it can be shown that there are in fact 
no earnings accumulated since March 1, 1913 out 
of which dividends could be paid, stockholders 
receiving dividends should claim them to be not taxa- 
ble, notwithstanding the provisions of Section 115 
(a). Such dividends should, however, be reported in 
a rider attached to the return, setting forth the facts 
and the reasons for claiming the dividends to be non- 
taxable. 


Operating Deficit as of March 1, 1913 


T IS interesting to speculate what would have 
been the decision in the Canfield case if there 
had been an operating deficit as of March 1, 1913, 
instead of an earned surplus. There would appear 
to be little question that, there being no surplus to 
absorb the losses of 1915 and 1916, such losses should 
be applied to reduce the profits accumulated sub- 
sequent to 1916. The Board of Tax Appeals, in the 
Appeal of Loren D. Sale, 34 B. T. A. No. 87, held 
that where a corporation, organized prior to March 
1, 1913, had no earned surplus or accumulated pro- 
fits on that date, and subsequently sustained operat- 
ing losses, but thereafter derived profits prior to a 
distribution to its stockholders in the taxable year 
1925, the profits realized after 1913 must first be 
applied to make good the impairment of the paid-in 
capital resulting from the operating losses. 

If, however, the profits accumulated subsequent to 
1916 in the Canfield case had been less than the as- 
sumed March 1, 1913 deficit, there would be present- 
ed a case of impairment of capital. Would dividends 
paid out of the subsequent profits be taxable or a 
return of capital to the stockholder? The term “divi- 
dend” was defined by the prior revenue acts as “any 
distribution made by a corporation to its sharehold- 
ers, whether in money or in other property, out of 
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its earnings or profits accumulated after February 
28, 1913”. The trend of court decisions seems to be 
that an operating deficit as of March 1, 1913 does 
not have to be made good out of subsequent earn- 
ings before a taxable dividend can be paid, although 
there have been -decisions indicating the contrary 
position, e. g., Chapman v. Anderson, 11 Fed. Supp. 
913. 

That Congress could have imposed a tax on divi- 
dends paid out of profits accumulated prior to March 
1, 1913, if it had seen fit to do so, as stated in the 
Canfield decision, does not appear to have any bear- 
ing on the question if it could tax dividends paid 
out of subsequent earnings while there existed an 
impairment of capital which took place prior to 
March 1, 1913. However, the theory of the revenue 
acts has been to exempt from taxation income earned 
prior to March 1, 1913, taxing income or profits 
earned subsequent thereto. If an operating deficit 
as of March 1, 1913 does not have to be made good 
out of subsequent earnings before a taxable dividend 
can be paid, this is a situation where a return of 
capital, in the accounting sense, constitutes taxable 
income. 


Effect of Contributions by Stockholders 
On Subsequent Distributions 


] ET us assume that an operating deficit of a cor- 
_eporation incurred after March 1, 1913, has been 
made good by contributions by the stockholders. Is 
the corporation then in a position to pay taxable 
dividends out of subsequent earnings? It may be 
argued that, as the deficit no longer in fact exists 
after the contributions, the subsequent earnings are 
all available for dividends, taxable as such to the 
stockholders. On the other hand, it may be argued 
that the contributions belong in the same category 
as the amount originally paid in for the stock, that 
the accumulated earnings, for tax purposes, should 
be computed without reference to contributions by 
stockholders, and that dividends paid out of subse- 
quent earnings before they have exceeded the oper- 
ating deficit, such dividends being made possible 
only by the contributions, are in effect a return of 
capital to the stockholders. In the Appeal of Arthur 
C. Stifel, et al, 29 B. T. A. 1145, the taxpayers owned 
shares in a corporation organized on June 1, 1920, 
with a paid-in capital of $3,326,502.88, of which 
$326,502.88 was set up on the corporation’s books as 
paid-in surplus. From June 1 to December 31, 1920, 
the corporation sustained a loss of $532,026.24. It 
was held that the loss of $532,026.24 must be made 
good by subsequent earnings before there are anv 
accumulated earnings or profits available for divi- 
dends, the Board stating that while “it is true that 
under the laws of some states a corporation is per- 
mitted to declare dividends out of its paid-in surplus 
without having earnings or profits available for such 
dividend, * * * a dividend so declared would be a 
return of capital to the stockholder and would not be 
a taxable distribution to him, except in cases where 
the amount received exceeds the cost basis of the 
stock.” This decision was non-acquiesced in by 
the Commissioner of Internal Revenue. Would the 


Board’s decision have been any different if the 
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amount of $326,502.88 had been paid in by the stock- 
holders on December 31, 1920, after the loss of 
$532,026.24 had been sustained, instead of on June 1, 
1920? 


There is no question that contributions by stock- 
holders may for certain purposes have the effect of 
wiping out an operating deficit. However, accumu- 
lated earnings, for tax purposes, are not affected by 
the writing up of assets or by the capitalization of 
earnings by means of a non-taxable stock dividend. 
There would seem to be good ground for contending 
that accumulated earnings, for tax purposes, are 
likewise not affected by contributions by stockhold- 
ers and that, although an operating deficit may have 
disappeared from the books by reason of contribu- 
tions by stockholders, dividends paid out of subse- 
quent earnings are not taxable until the earnings 
have exceeded the pre-existent deficit. 


Stock Dividends 


A N important event in the history of the taxation 
of stock dividends occurred in May 1936 when 
the Supreme Court handed down its decision in the 
case of Koshland v. Helvering, 56 S. Ct. 767. Ever 
since the memorable 8th of March 1920, when the 
Supreme Court decided in the case of Eisner v. Ma- 
comber, 252 U. S. 189, that Congress is without 
power “to tax without apportionment a true stock 
dividend made lawfully and in good faith, or the 
accumulated profits behind it, as income of the stock- 
holder”, Congress in the revenue acts has specifically 
exempted stock dividends from taxation, and with- 
out qualification, except that under certain circum- 
stances the amount received in redemption or 
cancellation of the stock was to be treated as a taxable 
dividend. The Treasury practice has been to consid- 
er stock dividends of whatever kind as non-taxable. 
What the Supreme Court considered, however, in 
the Eisner v. Macomber case was a dividend paid in 
common stock to a holder of common stock. The 
case of Koshland v. Helvering involved a dividend 
paid in common stock to a holder of preferred stock. 
This the Supreme Court held to be income to the re- 
cipient under the Sixteenth Amendment to the Con- 
stitution, notwithstanding that Congress may not 
have taxed it as of the time of its receipt. 


There has been some question if the effect of the 
Koshland decision was not to render taxable under 
the revenue acts prior to 1936 any stock dividend 
which gives the stockholder an interest different 
from that which his former stockholdings represent- 
ed. The United States Circuit Court of Appeals for 
the Seventh Circuit in the case of Gowran v. Com- 
missioner, decided December 22, 1936, held that, al- 
though the Koshland decision made it clear that 
there are two kinds of stock dividends, one taxable 
and the other not, Congress made no such distinction 
but exempted all stock dividends from taxation, in- 
cluding dividends paid on common stock in preferred 
stock, which might have been taxed if Congress had 
seen fit to do so. 


When Congress enacted the 1936 Revenue Act, 
however, it did not provide, as in prior revenue acts, 
that “a stock dividend shall not be subject to tax”, 
but in Section 115(f) it provided that “a distribution 
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made by a corporation to its shareholders in its stock 
or in rights to acquire its stock shall not be treated 
as a dividend to the extent that it does not constitute 
income to the shareholder within the meaning of the 
Sixteenth Amendment to the Constitution”. 


It is now established that under the 1936 Revenue 
Act a dividend in common stock to holders of pre- 
ferred stock is a taxable dividend, but what about a 
dividend in preferred stock on common stock, as- 
suming the latter is the only class of stock outstand- 
ing? The United States Board of Tax Appeals has 
held that such a dividend is a true stock dividend 
and non-taxable, its effect being “a mere prolifera- 
tion of existing interests” (Appeal of August Horr- 
mann, et al., 34 B. T. A. page 1178.) The Treasury, 
however, has ruled that such a dividend is income 
within the meaning of the Sixteenth Amendment in that 
it is stock of a kind legally different from that previ- 
ously held by the taxpayer, basing its ruling on dictum 
in the decision of the Supreme Court in the case of 
Marr v. United States (268 U. S. 536). The question 
of whether a dividend in preferred stock where only 
common stock is outstanding is income under the 
Sixteenth Amendment may have to be passed upon 
by the Supreme Court, but if a dividend in common 
stock on common is not income for the reason that 
it effects no alteration in the preexisting proportion- 
ate interests of the stockholders, it would seem that 
for the same reason a dividend in preferred stock on 
common where only common is outstanding should 
likewise not constitute income. 

To summarize the situation: It can at present be 
stated with certainty with respect to dividends sub- 
sequent to January 1, 1936 that a dividend in com- 
mon stock of the same kind is non-taxable and that 
a dividend in common stock on preferred stock is 
taxable, but it has not yet been finally decided if 
a dividend of preferred stock on common where 
only common is outstanding is non-taxable. There 
would seem to be little question but that, when there 
are two or more classes of stock outstanding, a divi- 
dend in preferred stock on common is taxable, and 
the same may be said of a dividend of preferred stock 
on preferred stock. Therefore a stock dividend of 
any kind received by a preferred stockholder may be 
presumed to be taxable. With respect to dividends 
received prior to 1936, it has not yet been finally 
decided if dividends other than in common stock 
paid to holders of common stock are taxable under 
the revenue acts. 


Election as to 
Medium of Payment 


HERE may, however, be a situation where it may 

be questionable if a stock dividend of common on 
common, as well as of preferred on common where 
only common is outstanding, is non-taxable. A stock 
dividend which would otherwise be non-taxable to 
the stockholders may become taxable to them if at 
some time before payment the stockholders are given 
the election of taking in payment of the dividend, 
cash or other property in lieu of stock. (Section 
115(f) (2) of the 1936 Revenue Act.) However, if 
the value of the stock which the stockholder is en- 
titled to receive is not substantially equivalent to the 
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cash or the value of the other property he may receive 
in lieu thereof, it may be held to be a preferential 
dividend under section 27(g) of the 1936 Revenue 
Act, with the result that the corporation does not 
get a dividend credit in respect thereof. In the effort 
to avoid the surtax and at the same time conserve its 
cash a corporation may make the alternative of re- 
ceiving stock in lieu of cash so attractive to the 
stockholder that the corporation will have failed in 
its purpose of avoiding or limiting the amount of 
the corporate surtax. In such a case, where the cor- 
poration has been denied a dividends paid credit, is 
the dividend still taxable to the stockholders? Sec- 
tion 115(f)(2) provides that, where election as to 
medium of payment is exercised by any of the share- 
holders, “the distribution shall constitute a taxable 
dividend in the hands of all shareholders, regardless 
of the medium in which paid”. However, if the tak- 
ing of stock in lieu of cash is made so attractive that 
all the stockholders elect to take stock and the divi- 
dend is in common stock on common, it would seem 
that the stockholder has good grounds for contend- 
ing that the dividend was nothing more than a true 
stock dividend and as such not taxable. 


Fair Market Value of Medium 


HERE the medium of dividend payment is 

stock or property other than money there may 
be uncertainty as to the amount of the dividend in- 
come of the stockholder. In such a case the amount 
of the dividend is the fair market value of the stock 
or property received by the stockholder. Fair mar- 
ket value is often a matter of judgment and opinion, 
and the Commissioner of Internal Revenue may 
question the fair market value of a dividend paid 
by a corporation. If the Commissioner determines 
the fair market value to be less than that reported by 
the corporation and is upheld in his determination, 
the stockholder is taxed on a lesser amount than the 
corporation reported to him. 

Stockholders may find themselves receiving a divi- 
dend in the form of a note of the corporation. Cor- 
porations under the 1936 Revenue Act are allowed a 
dividends paid credit where a dividend is paid in 
obligations of the corporation and it follows that 
such a dividend becomes taxable income to the 
stockholder. The amount of such a dividend is the 
face value of the obligations, or their fair market 
value at the time of the distribution, whichever is the 
lower. The same observations apply to the fair mar- 
ket value of obligations as to the fair market value 
of stock or other properties. 


Dividends out of Capital 


HEN the dividend is paid in cash and is in ex- 

cess of the earnings for 1936 it may be found, 
if the facts are developed, that a portion of the divi- 
dend was paid out of the capital of the corporation, 
in which event the dividend would not be 100% 
taxable in the hands of the stockholders. In the case 
of companies having wasting assets, such as mines, 
it may well be that a portion of the dividend received 
was actually paid out of a depletion reserve. In such 
event a portion of the dividend is taxable to the 
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stockholder, the remainder going to reduce the cost 
or other basis of his stock. 

A moot question may arise where dividends are 
paid in excess of the current year’s earnings and 
there has previously been a retirement and redemp- 
tion of stock at a premium. The question is the 
effect of the premium paid on the stock on the ac- 
cumulated earnings or profits subsequently distrib- 
utable as a taxable dividend. The question may be 
illustrated by an assumed set of facts. Suppose a 
corporation has capital stock of a par value of 
$1,000,000.00 and earned surplus at the end of 1935 
of $2,000,000.00, of which $1,000,000.00 was earned 
prior to March 1, 1913 and $1,000,000.00 subsequent 
thereto. Shortly before the close of 1935 the cor- 
poration redeems and retires $500,000.00 par value 
of the stock for $1,500,000.00. In 1936 it pays divi- 
dends amounting to $500,000.00. The earnings for 
1936 were $200,000. Is the $300,000.00 by which the 
dividends exceeded the 1936 earnings income to the 
stockholder ? 


The answer to this question hangs on the treat- 
ment to be accorded the premium of $1,000,000.00 
paid on the stock redeemed in 1935. The redemption 
of stock in a case such as this is called under the 
Revenue Act a distribution in liquidation. The term 
“dividend” as used in the Revenue Act includes any 
distribution made by a corporation to its sharehold- 
ers out of its earnings or profits accumulated after 
February 28, 1913. Any earnings or profits accumu- 
lated before March 1, 1913 may be distributed ex- 
empt from tax, after the earnings accumulated after 
February 28, 1913, have been distributed, but any 
such tax-free distribution shall be applied against 
and reduce the cost or other basis of the stock. The 
Revenue Act provides that for tax purposes every 
distribution is made out of earnings or profits to 
the extent thereof and from the most recently ac- 
cumulated earnings or profits, but in the case of 
amounts distributed in partial liquidation, the part 
of such distribution which is properly chargeable to 
capital account shall not be considered a distribution 
of earnings or profits; in other words, it is not a 
taxable dividend. The question then becomes, what 
part of the $1,500,000.00 paid by the corporation in 
redemption of the stock is properly chargeable to 
capital account? 

The Act does not define the term “properly 
chargeable to capital account”. The capital of a cor- 
poration, according to the accounting concept, is the 
aggregate of the amounts paid in by the stockholders 
for the stock including any contributions subsequent 
to the issuance of the stock. In this case the amount 
chargeable to capital account, from the accounting 
standpoint, would be the par value of the stock or 
$500,000.00, which would leave $1,000,000.00 to come 
out of the most recently accumulated earnings or 
profits, which happens in this case to be the exact 
amount of the earnings or profits accumulated sub- 
sequent to February 28, 1913. This was the rule ap- 
plied by the United States Board of Tax Appeals in 
the Appeal of John B. Stewart (29 B. T. A. 809) 
where the Board held that the par value of the stock 
redeemed was the amount properly chargeable to 
capital account and that the remainder of the amount 
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paid for the stock was paid out of the most recently 
accumulated earnings or profits, exhausting in that 
case the earnings accumulated subsequent to March 
1, 1913 and dipping back into the earnings accumu- 
lated prior to that date. And again in the Appeal of 
August Horrmann (supra) the Board said “we think 
the it the ‘capital account’ referred to by the statute 
* * comprises only the paid-in capital > 3 
that a proportionate part of the paid-in capital must 
be considered as standing behind each of the shares 
outstanding at any particular time, so that on re- 
demption of any of them a certain part of the 
redemption is properly chargeable against capital ac- 
count”. The Court of Claims, however, in the case 
of Benjamin RB. Foster and Robert R. Todd, Execu- 
tors, v. United States, decided December 7, 1936, in 
which this question was squarely presented, held 
that earnings or profits accumulated prior to March 
1, 1913 constitute for tax purposes the capital of the 
taxpayer (stockholder) and that the principle is the 
same when applied to the corporation and that there- 
fore the capital of the corporation to which amounts 
distributed in partial liquidation are chargeable in 
determining the taxability of subsequent distribu- 
tions is the March 1, 1913 value of the stock. 


This theory applied to our assumed case would 
mean that if the March 1, 1913 value of the stock re- 
deemed is found to be the same as its book value of 
$1,000,000.00 ($500,000.00 par value plus $500,000.00, 
one-half of March 1, 1913 surplus), there would be 
left $500,000.00 to be charged against the earnings 
accumulated subsequent to March 1, 1913, after 
which there would be $500,000.00 of earnings ac- 
cumulated subsequent to March 1, 1913 which could 
be distributed in dividends, so that the $300,000.00 
paid in 1936 would be taxable income to the stock- 
holders. Under the Board’s theory, however, it 
would seem that the $1,000,000.00 premium absorbed 
the earnings accumulated subsequent to March 1, 
1913, so that the $300,000.00 paid in excess of the 
1936 earnings would be distributed tax-free and 
would go to reduce the cost or other basis of the 
stock. 

It has been attempted herein to indicate some of 
the situations which may give rise to doubt or un- 
certainty regarding the taxability of a dividend. Such 
doubt or uncertainty may be (a) as to whether the 
dividend is taxable income, or (b) if it is taxable 
income, as to the amount thereof, or (c) as to wheth- 
er only a portion of the dividend may be taxable 
income and the remainder a reduction in the cost or 
other basis of the stock. 


A corporation for the purpose of obtaining a divi- 
dends paid credit may claim in its tax return that 
it has paid a taxable dividend of a certain amount 
and may so advise its stockholders, but when the 
corporation’s tax liability is finally determined it may 
be on the basis of the dividend being a non-taxable 
distribution or of a taxable dividend of a different 
amount from that claimed on its return. It would 
seem that, generally speaking, dividends denied the 
corporation as a credit against surtax are not taxable 
to the stockholders, but where there is doubt as to 
the taxability of a particular dividend the Treasury 

(Continued on page 120) 





T IS popularly assumed that the principle of the 
| corporate undistributed profits tax is entirely a 
New Deal concoction. The fact is, however, that 
it is hair grayed and mildewed. England has had 
a taxing law for many years embodying this prin- 
ciple. The second income tax ever imposed in this 
country, which was in 1864, provided for a tax on 
retained profits. Since then undistributed profits 
tax measures were proposed in Congress a number 
of times, and in 1924 during the Coolidge adminis- 
tration the Senate voted favorably on a proposal for 
such a tax—only to see it killed in conference. 

There is little doubt but that the corporate surtax 
now contained in the 1936 Act will be retained as 
a permanent part of our revenue system, since it 
proceeds well along on the road toward bringing 
about an important and, in the writer’s opinion, a 
desirable tax reform. Under the old law, a tax was 
levied upon the income of corporations at rates 
which at their maximum were far lower than those 
to which an individual might be subject. As a re- 
sult, a great disparity of taxes was oftentimes in- 
volved, depending entirely upon whether business 
was carried on as a corporation, partnership, or 
proprietorship. Obviously, there is something wrong 
with a taxing system that permits a tax spread of 
as much as 600 per cent merely because of the dif- 
ference in the form of organization. This large gap 
often resulted in the retention of disproportionate 
amounts of corporate profits in the treasury and 
brought about many other economic and tax con- 
tortions. 

The 1936 Act attempts to narrow this basic dis- 
parity. It does not, however, eliminate it. There is 
still a large variance in taxing rates. Furthermore, 
the details of the law were rather hurriedly conceived 
and passed, and as a result a number of inequitable 
and impracticable provisions and many rough edges 
have already come to the surface which require 
correction and smoothing. In view of the contem- 
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The Undistributed Profits 
Tax—Suggested Changes 


in Law 


Elimination of uncertainties and 
inequities in statute advocated 


By FRANK E SEIDMAN* 


plated reconsideration of the statute by congres- 
sional committees with the announced purpose of 
treating with the imperfections in the present law, 
it may be appropriate to touch briefly upon some 
of the sore spots and possible soothings. To that 
end, attention is directed to the following: 

(1) The present law creates perplexing problems 
for corporate management in connection with the 
time element of dividend distributions. Under the 
law, earnings for a given year must be distributed so 
that they are received by the stockholders before 
the end of such year. This obviously means that 
management must indulge in some _ high-grade 
guessing as to the earnings of the corporation in 
assaying the tax consequences. 

When what ultimately became the 1936 law was re- 
ported out by the Ways and Means Committee, the 
bill provided for a time lag within which to dis- 
tribute earnings after they were ascertained. ‘This, 
however, was eliminated on the floor of the House 
because of the fear that revenue would be lost dur- 
ing the initial year of the law’s operation. The 
original structure contemplated that the normal tax 
and substantially all other corporate taxes were to 
be removed. The bill as it finally passed, however, 
restored practically all of the previous corporate 
taxes, and by the same token made it feasible to 
adopt the time lag principle. Yet it was not re- 
instated. The time factor of the present law is most 
disturbing. It would certainly impart a more 
healthy complexion to our taxing statutes and divi- 
dend policies if a period of at least 75 days after. 
the close of a corporation’s fiscal year were allowed 
within which to make distributions of current cor- 
porate earnings. 

As an alternative, and in order to avoid any sub- 
stantial loss of revenue in the transitional period, 
it may be feasible to permit credit for a fixed portion 
only (say 25 per cent) of income distributed within 
the 75 day period after the close of the year. In 
other words, it may not be unreasonable to expect 
corporations to make dividend distributions based 
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on estimated earnings as long as there is sufficient 
leeway so that after the actual income is determined, 
adjustments in distributions may be effected without 
tax penalty. 


The carry-over provisions, to be sure, provide a 
cushion for over-distribution, but there is no such 
head-rest for under-distributions. Besides, even the 
relief in over-distribution may entail a penalty in 


higher aggregate individual taxes than the occasion 
necessitates. 


(2) The present law taxes all undistributed net 
income. No exemption whatsoever is allowed. On 
the other hand, certain debt-relief provisions have 
been written into the Act that, though so highly 
confining from a practical angle as to be almost 
nugatory, are questionable on the equities in the 
first instance. For example, under the law, if a 
contract calls for the payment of debt by the appli- 
cation of all or a part of earnings, a dividend credit 
is pro-tanto allowed; whereas if an absolute pay- 
ment must be made irrespective of earnings, no 
such relief is granted. 


Little reason appears for any such distinction. The 
attempt to distinguish debt from debt results in in- 
equality and uncertainty. In fact, the entire theory of 
permitting exemption because of the existence of debt 
is open to serious question. After all, the law does per- 
mit of distributions in a form that need not tap the 
liquid assets, so that restriction or no restriction, the 
dividend credit is available. Furthermore, no similar 
tolerance in surtax application is accorded sole pro- 
prietors or members of a partnership. There seems 
to be little basis, therefore, for special statutory 
treatment to provide for debt liquidation. 


However, as a matter of economics, corporations 
should not be pressurized to distribute all of their 
earnings. A reasonable exemption of a portion of 
corporate income would appear desirable both from 
the point of view of sound corporate finance and 
sound taxing policy. It is true that such an exemp- 
tion would result in a loss of revenue. This might 
be made up, however, in one of two ways: 

(a) By adjusting somewhat the normal corporate 
tax rates. A comparatively nominal increase in these 
rates should provide for a very substantial exemption. 

(b) By increasing the surtax rates on the portion 
of earnings subject to tax. 

(3) Closely in line with the debt problem is the 
matter of corporate capital expenditures. It is re- 
ported that consideration is being given to a proposal 
to permit at least a partial credit for expenditures 
made for plant additions, renewals, replacements, 
etc. 

From the economic viewpoint, it is doubtful 
whether tax exemption looking towards the acceler- 
ation of plant expansion is sound. To the contrary, 
such an incentive may induce development of pro- 
ductive capacity far beyond what is economically 
desirable. Added to our already cumulative infla- 
tionary ingredients, such an artificial stimulus to 
expansion may touch off an era of overbuilding only 
to be followed by another crash. 


The exemption of a percentage of the earnings 
here recommended, which the management may use for 
capital expansion or in any way it sees fit, would 
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be a far more preferable method of handling the 
entire problem of capital expenditures. If corpora- 
tions desire to expand beyond the application of 
a portion of their earnings, they can make distribu- 
tions to their stockholders in such form as to result 
in the retention of liquid capital in the business. 
However, in all fairness to the shareholder, it would 
appear that where an expansion program is adopted 
which absorbs a substantial portion of the earnings 
of a corporation, the shareholders should have the 
right to determine whether the expansion should 
come out of profits or whether the capital markets 


should be resorted to for the supply of the needed 
funds. 


(4) While the undistributed profits tax has served 
to narrow the gap between individual and corporate 
tax rates, there is still a substantial disparity. 
Maximum individual rates reach as high as 79 per 
cent, whereas the maximum undistributed profits tax 
rate is only 27 per cent. 

The tax now works in such a way that corporations 
are apt to retain that part of their earnings upon which 
a small undistributed profits tax is imposed. Yet 
if the portion of the earnings upon which this low 
rate is imposed were distributed to the shareholders, 
it would come on top of their other income and thus 
be taxed at the maximum rate in which a share- 
holder’s income falls. In other words, there is every 
incentive for corporations to withhold from distri- 
bution a portion of their earnings, in that such with- 
holding results in a minimum tax rate to the 
corporation and a maximum tax saving to the indi- 
vidual. 

To overcome some of this disparity, it is suggested 
that the sliding scale rate now contained in the law 
be, in effect, inverted, so that the undistributed por- 
tion of income will be taxed at the highest, rather 
than the lowest, rate. In other words, the amounts 
distributed shall first be applied against the lower 
percentage range and the undistributed part against 
the higher. Thus, if a corporation distributes 20 
per cent, we will say, of its adjusted net income, 
the remaining 80 per cent will not get a new climb 
up the rate scale, starting with 7 per cent as at 
present, but instead, the 20 per cent distributed will 
be deemed to have absorbed the 7 per cent and 12 
per cent brackets, leaving the undistributed part 
taxable at rates beginning with 17 per cent and on 
up to 27 per cent. 

As an alternative to this proposal, the rate schedule 
might be left as at present, but a provision might 
be incorporated that allows the dividend-paid credit 
only when dividends are paid from the earnings of 
the taxable year, and that dividend payments shall 
be assumed to be out of the earliest retained earnings 
accumulated since the date the undistributed profits 
tax law first became effective, instead of the most 
recent earnings, as is now provided. On this sug- 
gested basis, if a corporation retains a portion of its 
earnings in the year 1936, for example, any dividend 
distributions made in 1937 would be assumed to 
come from the 1936 earnings to the extent available, 
and no credit would be allowed for 1937 until the 
1936 amount had been fully absorbed. 
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Equity requires, not only under this suggested 
procedure but also under the present structure, that 
a tax credit be allowed when retained and surtax- 
paid profits are distributed. Concretely, it is pro- 
posed that a credit be allowed to the corporation 
in the year of distribution of profits on which a 
surtax was previously paid. For the practical appli- 
cation of this tax-credit principle, however, it would 
appear necessary to limit the period of time, for if 
credit were allowed for an indefinite period, too 
many complications and uncertainties would result. 
Accordingly, it us suggested that corporations be 
allowed credit for undistributed profits tax paid by 
them only if distribution takes place within three 
years after the close of the year during which such 
surtax-paid profits were earned. 

In any event, the adoption of either of the above 
suggested changes should aid in reducing the in- 
centive to withhold distributions of corporate earn- 
ings merely for the purpose of minimizing taxes for 
shareholders. 

(5) The undistributed profits tax is now imposed 
on fictitious rather than real income. This largely 
results from the fact that capital losses are not taken 
into consideration. A company that has operating 
profits of $100,000 and capital and other unallow- 
able losses of $100,000 has no real income. Yet, 
if distribution does not take place, the company 
is now subject to substantial undistributed profits 
taxes. 

It would seem that sound taxing principles and 
good business dictate that real, rather than tech- 
nically defined, income should be the base for 
admeasuring the undistributed profits tax. It is sug- 
gested that the definition of “adjusted net income” 
be liberalized so as to provide for the application 
of the tax only as to real income. The mould pro- 
vided by the personal holding company tax, which 
allows as a deduction such items as capital losses, 
might very well and handily be transported to the 
general corporate surtax sphere. 

(6) The present law does not permit (except in 
limited instances) or require consolidated returns. 
In many cases, subsidiary companies constitute mere 
branches of a coordinated operating unit. Some of 
these branches may make profits; others losses. The 
law now taxes the companies having profits, but 
does not permit deductions of the losses sustained 
by the others. Again artificial rather than real in- 
come becomes the tax yardstick. 

As a possible corrective, consolidated returns should 
be permitted and required for undistributed profits 
tax purposes where companies are so inter-related 
as to constitute, in effect, operating branches of a 
single business. 

Incidentally, it might not be amiss to direct atten- 
tion to the fact that the present prohibition against 
consolidated returns may result in substantial loss 
in tax revenue. When a flat rate of taxation against 
corporations was in effect, the right to file consoli- 
dated returns was in most cases a concession to the 
taxpayer because it invariably resulted in tax sav- 
ings. However, with both the normal tax and surtax 
rates graduated, it is readily apparent that often the 
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right to file separate returns constitutes a valuable priv- 
ilege—especially in cases involving a large number of 
small branch companies. This for the reason that by 
such filing, each separate company has a “whack” at the 
graduated rates whereas on a consolidated basis only 
one such opportunity is afforded. Thus, if for no 
other reason than for the sheer protection of the 
revenue, the statute should not only permit but re- 
quire consolidated returns, at least to the limited 
extent here suggested. 


(7) Equity and sound corporate economy clearly 
require that a net loss carry-over provision be made 
part of any sound undistributed profits tax plan. 
Our tncome tax law arbitrarily draws a line around 
a twelve-month period for the purpose of determin- 
ing taxable income. It accordingly taxes profits of 
one twelve-month period, but ignores the losses of 
another. When the normal tax only was imposed 
upon corporate income, this arrangement was per- 
haps excusable, but with the addition of the surtax 
and its pressure to distribute all earnings, it would 
seem only reasonable that losses of one year be per- 
mitted to be applied to reduce taxable profits of at 
least the two succeeding years. This plan was part 
of our tax laws for a long time, and there would 
now seem to be more reason for it than ever before. 


(8) The problem of the “deficit” corporation is a 
knotty one. Under many state laws, corporations 
with deficits cannot legally declare and pay divi- 
dends until the capital impairment is made good. 
The present law, nevertheless, imposes a tax on all 
corporations based on their current earnings and 
irrespective of their legal ability or inability to pay 
dividends. Corporations with deficits are therefore 
in the horns of a dilemma. If they distribute, they 
will be subject to penalty under the state law. If 
they do not distribute, they will be subject to penalty 
(in the form of increased tax) under the Federal law. 
Of course, many corporations may extricate themselves 
from this anomalous position by the simple expedient 
of contracting the corporate capital structure. Thus, a 
corporation that has a deficit might take action re- 
ducing the par or stated value of its outstanding 
stock, or the stockholders may donate capital stock 
to absorb the deficit and create surplus. This, under 
some state statutes, might overcome the corporation’s 
legal inability to distribute dividends. Where a 
corporation has this “out,” there may be no occa- 
sion for special treatment at the hands of the Federal 
tax. 


However, many state laws will not permit of this 
escape. Furthermore, even if this path is available, 
it will still not solve the problem of the deficit cor- 
poration that has “taxable” income during the cur- 
rent year but no “earnings and profits” (because of 
capital losses during the current year). Under such 
circumstances, a dividend-paid credit cannot be 
secured because a distribution would not be out of 
“earnings and profits.” Simple justice would require 
that corporations that cannot distribute (a) because 
of prohibitions contained in the law and over which 
they have no control, or (b) because of insurmount- 
able limitations in the Federal taxing statute itself, 
or (c) because of “pre-statute” contractual obliga- 
tions not to make any distributions in any form, 
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should not be penalized to the same extent as cor- 
porations that voluntarily fail to distribute. 

To accord some relief, it is suggested that such 
corporations be subject to a flat rate of taxation in 


lieu of the steep graduated rates with which they 
are now confronted. 

(9) Stockholders should be permitted to report 
the pro-rata share of corporate earnings in their 
individual income tax returns without any require- 
ment that actual dividend distributions take place. 
As the law now stands, close corporations must go 
through meaningless circumlocutions and much red 
tape in effecting distributions and concurrent rein- 
vestments in the corporation. Technical require- 
ments in this respect act more or less as a trap for 
the uninformed corporation. The mere extension 
to the undistributed profits tax of the same privilege 
now granted personal holding companies or cor- 
porations with unreasonable surplus, of having their 
stockholders report their pro-rata share of the cor- 
porate earnings in their personal returns, without 
the requirement that actual physical distributions take 
place, would seem to provide a ready and sound 
solution. 

(10) The present law permits a corporation to dis- 
tribute its own stock for the purpose of establishing 
a dividend-paid credit, providing such stock consti- 
tutes taxable income in the hands of the shareholders. 
Because of the constitutional doubts involved, it is 
often impossible to predetermine what does and 
what does not represent taxable distributions. 

In order to resolve some of this doubt, it is sug- 
gested that the law contain a provision giving stock- 
holders the right to consider stock as income, even 
though such stock would not represent taxable in- 
come in contemplation of the Constitution, providing 
all stockholders agree in advance in writing that the 
stock dividend will be so treated in their returns. 
This, supplemented by “606” closing agreements 
with the Commissioner as to the particular item, 
should eliminate much of the haze that now exists 
in connection with stock distributions, avoid a good 
deal of litigation that otherwise looms on the horizon, 
and at the same time render moot the technical ques- 
tion whether items not income can by agreement 
be considered income. (It would probably also be 
necessary to have a covering statutory provision 
protecting ‘he taxpayer and the government as to 
the “basis” for such stock.) 

(11) One of the disturbing elements to manage- 
ment, resulting from the undistributed profits tax 
law as it is at present constituted, is the inability 
to foretell what the taxable income will be until after 
the Revenue Department makes its usual audit. A 
taxpayer may in good faith attempt to distribute its 
income, but find that when the Treasury is through, 
the income is entirely different from what the cor- 
poration computed it to be. The result is that the 
company may find itself in the position of having 
intended to, and believing that it did, distribute all 
of its income and thus not subject to surtax, but 
winding up with the necessity for paying heavy sur- 
taxes. 

To effect relief in this respect, it is suggested that, 
barring fraud or lack of good faith in the original 
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determination of taxable net income as shown by 
the corporation, any subsequent adjustment be con- 
sidered as income (or deduction) not for the year 
originally involved, but for the year that the adjust- 
ment is made and finally determined. The corpora- 
tion would then be in a position to take these 
adjustments into consideration in determining upon 
its distribution policy for such later year. 

(12) Along a somewhat similar path is the present 
uncertainty resulting from the problem of valuation 
of non-cash dividends in the determination of the 
amount of dividend credit. Valuation is a matter 
inevitably harboring wide diversity of opinion. It 
would appear, however, that if a corporation in good 
faith makes a determination of value, such deter- 
mination, while not conclusive, should be accepted 
insofar as the particular year under consideration 
is concerned. Subsequent adjustments in valuation 
should then be treated in the same light as just 
proposed for adjustments in income. The whole 
problem can be even the more efficaciously disposed 
of by imparting conclusiveness to a valuation fixed 
by the corporation in good faith and accepted and 
adopted by the shareholders in their returns. 

(13) One of the provisions in the present law 
undoubtedly designed to make unnecessary, absolute 
cash dividend payments is that having to do with 
what may be called the “option” or “election” divi- 
dend (Section 115(f)(2)). However, many questions 
have arisen as to the meaning and scope of this 
provision under its present wording. For example, 
does the fact that a shareholder is given the choice 
of a dividend of, say, $1 per share in cash or $10 
in stock value provide a real option? If not, what 
must the relationship be between the alternatives 
in order to come within the provisions of the statute? 
Furthermore, if there is a disparity between the 
money and the stock, is the dividend credit meas- 
ured by the value of the stock or is it the amount 
of cash, with the differential merely being the value 
of a non-taxable, and hence non-deductible, right to 
additional stock? This entire situation should be 
definitely clarified. 

(14) Another present source of confusion inheres 
in the status of intercompany distributions in liqui- 
dation. The regulations gainsay the dividend-paid 
credit to the liquidating company where a tax-free 
liquidation takes place. The regulations also require 
the amalgam by the recipient corporation of its in- 
come with that of the distributor’s. There does not 
appear to be any statutory predicate for this pre- 
scription and it would be well if this phase were 
more expressly dealt with, one way or another. 

(15) In view of the fact that distributions must, 
to do any good, take place within a specified time, 
and “ex post facto” thinking is of no avail, both the 
Treasury and the corporation should be protected 
against rulings and decisions that, if applied retro- 
actively, would be tantamount to a reshuffling of 
the cards after all bets had been irretrievably made 
on the basis of the first deal. To safeguard against 
this, there might be set in motion machinery erected 
by the statute and modelled after the fashion of the 
provisions with respect to consolidated returns and 
the binding effect of the prevalent regulations. 

(Continued on page 120) 
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of Carnegie Institute of 
Technology answers an 
important question as to 


Who Pays the 


‘Taxes? 


HE rapidly mounting cost of government, with 

its accompanying increase in the proportion of 
the national income absorbed by taxes, has made 
the citizens of our republic inquire more than ever, 
Who pays these taxes? The question of who bears 
the burden is not simply a matter of who pays taxes 
in the first instance, but even more, it is concerned 
with who bears them in the end. It thus becomes 
of prime importance that the economic forces de- 
termining what economists call “shifting,” or the 
passing on to others of the tax burden, be under- 
stood. 


Some people assume that no taxes are shifted, 
or talk as if they believed this, when they complain 
of their tax bills. On the other hand, the opposite 
and equally erroneous assumption is frequently 
made that all taxes are shifted. A specific form 
which this second fallacy takes is that the rich can- 
not be made to bear taxes, because they will always 
shift the burden to others—chiefly to laborers or 
consumers. In the last congressional campaign a 
United States Senator speaking in a middle western 
city made a statement which embodies this widely 
held view. He said, in effect, that it does no good 
to levy ‘taxes upon the rich, for they merely add 
these taxes into the prices of what they sell, and 
the great body of the poor and middle class citizens, 
because they are consumers, have to pay the taxes 
indirectly. The Senator’s remark was made in 
criticism of the Roosevelt administration’s policy 
of collecting a large part of the cost of unemploy- 
ment relief, as well as of other New Deal expenses, 
from those who are more than well to do—that is, 
from the rich and near rich. 


The theory of taxation implied in the Senator’s 
statement is widely held, but like many other widely 
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held beliefs, is only half true. It might be called a 
pessimistic theory of taxation—pessimistic from the 
standpoint of the great masses of the people—for 
it holds that no matter where taxes are levied in 
the first place, ultimately the consumer pays them, 
and that means for the most part the poor and 
middle classes. This belief ignores the rules of the 
shifting of taxes, and therein lies its fallacy. 


When economists speak of the shifting of taxes, 
they mean the passing of the burden of a tax from 
one person to another. If a tax of two cents a 
gallon is levied on the gasoline produced by 
refineries, it is generally expected that the tax 
will be added by the refiner to his selling price, 
and ultimately will be paid by the automobile 
owner when he purchases gasoline. The tax, 
though imposed initially upon the refiner or im- 
porter, is said to be shifted to the ultimate con- 
sumer of gasoline, the auto owner. Another 
example: The federal government imposes a tax of 
six cents a package upon cigarettes. This tax is 
levied upon the manufacturer, and he pays the 
money to the government. But in turn the manu- 
facturer ordinarily is able to add this tax into the 
selling price of the cigarettes, and the smoker pays 
that much more for a package than if there were 
no tax. In other words, the manufacturer in this 
case is able to shift the tax. But suppose that the 
gasoline refiner or the tobacco manufacturer were 
unable to add the tax into his selling price. In such 
a case the tax is said not to be shifted. 


It is obvious that the question of the shifting of 
taxes is of the greatest importance. On whom the 
burden rests finally is more important than from 
whom the tax is collected. Too often legislators 
overlook this fact, carelessly imposing taxes with- 
out inquiring whether they will be shifted, so that 
an entirely different set of people may be called 
upon to pay them than the ones who make the 
first money payment to the government. 

Some taxes, then, are shifted, and others are not. 
What are the economic principles determining 
whether in a given case shifting will take place? 
The principles are complex and the exceptions 
many, but the fundamentals may be stated briefly. 
In the first place, whether a tax is shifted is not a 
question of the desire of the one taxed to be rid 
of the burden. That desire can be assumed; when 
one can shift a tax, he will. The real question is 
not whether the fact that the government has levied 
a tax on me makes me want to pass the burden on 
to some one else; the real question is whether the 
imposing of such a tax gives me the power to raise 
the price of what I sell, where I did not have that 
power before. If it does give me such power, then 
the tax is a shiftable one. Whether or not a tax 
can be shifted is therefore not a matter of desire 
but of economic laws. 


There are various ways in which the subject of 
shifting may be approached, but perhaps the simplest 
is from the standpoint of the effect of taxation upon 
demand and supply. Prices—by this is meant all 
kinds of prices, including not only commodity 
prices, but rent, interest, and wages—result from 
the interaction of demand and supply. That is, a 
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given price (barring certain exceptions, such as 
where the government sets a price) is a resultant 
of the relation between the demand for and the 
supply of the article in question. If something hap- 
pens greatly to curtail the supply of wheat, its 
price tends to go up. To apply this principle to 
the present question, it is now evident that whether 
a given tax can be shifted or not depends upon 
whether it affects the demand or supply in such a 
way as to raise a price. If the levying of a tax 
causes the price of something to rise, the tax is said to 
be shifted to the persons who pay the higher price. 


The word “causes” is important. One of the 
oldest of human weaknesses is our tendency to as- 
sume that because two things happen at about the 
same time, one must be the cause of the other. 
During the World War and until about the middle 
of 1920, prices rose rapidly in this country. It 
happened that during part of this period the federal 
government levied a tax (called the excess profits 
tax) on the extraordinarily large war time profits 
made by many enterprises. War conditions always 
send prices up, tax or no tax, yet in spite of this 
fact a hue and cry went up all over the United 
States that the high cost of living was due to this 
tax, which, it was claimed, business men were shift- 
ing to consumers. As a matter of fact the excess 
profits tax is one of those which cannot be shifted. 
It must be borne by those on whom the government 
levies it. This example is given merely to warn 
against the easy assumption that because prices 
are rising, taxes must be causing the rise. There 
are many causes of higher prices besides taxation. 


If, then, a tax tends toward the curtailment of 
the supply of the thing taxed, the price will tend 
to rise, and the tax then may be said to have been 
shifted. The same result will occur if the produc- 
tion of the supply is made more difficult by the tax. 
(This is merely another way of saving that the tax 
tends to lessen the supply, for anything which tends 
to make production more expensive or difficult also 
tends to cut down the supply.) 


Suppose we consider some existing taxes. The 
taxes which the human race has experimented with 
are almost beyond numbering, but important ex- 
amples which will serve to illustrate the laws of 
shifting are the income tax, the inheritance tax, and 
the sales tax. 


When it is inquired whether or not these three 
taxes can be shifted the question in each case should 
be, Does the levying of this tax tend to curtail the 
supply of some goods or human services which 
people wish to buy? The usual way in which 
supply is so curtailed is through production being 
made more expensive—the greater expense forcing 
some producers to make or sell less, or even to drop 
out of business completely. 


There is a number of different kinds of income 
taxes, but the most important one is that on net 
income. This is the type levied by both the United 
United States government and a number of our states 
on both personal incomes and the income of busi- 
ness. By “net income” is meant the income left 
over after all expenses have been met. Now herein 
lies an important difference between the sales tax 
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and the net income tax. The sales tax is an ex- 
pense of doing business; the net income tax is not. 
If the merchant or manufacturer is going to remain 
in business, he must get enough in his selling price 
to meet the tax which the government imposes on 
his sales. To pass on to purchasers the sales tax 
is just as much a prerequisite to remaining in busi- 
ness as is adding the cost of labor and materials 
into his selling price. They are all expenses of 
doing business, and all must in the long run be 
met, just as the electric light bill must be met, 
whether the business makes any profit or not. Hence 
the sales tax is, because it has to be, shifted to the 
consumers. It is true, of course, that there are 
some merchants and manufacturers making large 
enough clear profits so that they could absorb the 
sales tax themselves without being forced out of 
business, and thus would not have to shift it. But 
at any given time the bulk of merchants and other 
business men are not reaping large profits. Some 
just break even, and others actually lose money. It 
has been estimated that out of every ten businesses 
started, nine eventually fail, The men who are 
losing money or not making large profits cannot 
absorb any of the expenses of production out of 
their own profits, and hence have to pass them, 
including any taxes which like the sales tax are 
business expenses, on to consumers. When these 
men raise their prices, their more fortunately 
situated competitors are enabled to do likewise. 

But the net income tax is different. The payment 
of this tax is not a prerequisite to production; it is 
not an expense of doing business. The net income 
tax is levied only on what is left over after all ex- 
penses of doing business have been met. Those 
businesses not making money do not have this tax 
to pay; it is no hindrance to their turning out their 
part of the supply of goods. Thus while the sales 
tax is normally shifted to consumers, the tax on net 
income must be borne by those on whom it is 
imposed. This is true whether the one taxed is a 
corporation or a person. While businesses cannot 
shift the net income tax, it is even more difficult 
to see how net income taxes on persons not in 
business can be shifted, for here there is no question 
of expenses of business, and consequently no ques- 
tion of the tax’s increasing the costs of carrying 
on business. The personal income tax is levied only 
on those who have the means to pay, and to make 
more sure of that, exemptions are allowed for de- 
pendents. Even for an unmarried person who has 
no dependents at all, it is customary to allow an 
initial exemption of from $600 to $1500, under our 
various state and federal laws, before liability to 
the income tax commences. Since the income tax 
is levied only on those who have the ability to pay 
it, there is no necessity for shifting it to someone 
else—and one might almost say that necessity is 
the mother of shifting. 

The inheritance tax, like the net income tax, can- 
not be shifted. Unlike the sales tax, the paying of 
an inheritance tax does not give an individual a 
leverage on our economic system which would 
enable him to raise a price to reimburse himself for 

(Continued on page 116) 


RAYMOND H. 
HA TCHER* 


discusses proper 
execution of 





Ownership 
Certificates for 
Bond Interest 


HE filing of improperly filled out and executed 
TT ownership certificates each year causes debtor 

companies to pay considerable amounts of taxes 
to the government in behalf of owners of their tax- 
free covenant bonds issued prior to January 1, 1934, 
which in fact are not due. From experience I have 
learned that in many cases the most important ques- 
tion arising in the minds of bond owners or their 
agents about to execute ownership certificates is 
“does the debtor company pay the 2 per cent tax 
on the interest,” rather than “will their income be 
subject to taxation” and thus place the amount of 
interest on the line of the ownership certificate 
applicable to their income. The following are re- 
quirements for the proper filling out and execution 
of ownership certificates, which must accompany 
coupons from bonds of a domestic corporation when 
presented for collection and payment: 

The first step toward the proper filling out of 
‘in ownership certificate by the bond owner or his 
agent is to learn whether or not the bond contains 
a tax-free covenant, and if it does, when it was 
issued. This can be done by either referring to the 
bond itself or to a book giving the status of bonds 
under the Federal Income Tax, such as the one 
published by the Standard Statistics Company, Inc. 
of New York. (Most banking institutions have such 
a book and will give this necessary information to 
individuals asking for it when presenting their cou- 
pons for collection.) Having established the fact 
that the bond does contain a tax-free covenant and 
was issued prior to January 1, 1934, it is then neces- 
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sary to determine the form of ownership certificate 
to be used. In this particular case, assume the 
owner is an individual, a citizen of the United States. 
The Form 1000 (white) is the proper form to be 
used. (This form is issued by the Treasury De- 
partment, Internal Revenue Service and may be 
obtained from banking institutions, paying agents, 
local Collectors of Internal Revenue, etc.) The ac- 
companying reproduction of this form is filled out 
in the proper manner for an individual, a citizen 
of the United States, claiming exemption from taxa- 
tion and may be used as a guide. 

On the line of the certificate numbered one (1) the 
name of the actual bond owner must be either legibly 
written or typed and on lines two (2) and three (3) 
the complete street address, city and state. Lines 
four (4) and five (5) the name and address of the 
debtor company, six (6) the complete name of the 
issue of bonds, seven (7) date interest coupons were 
due. The second and important matter to be de- 
termined by the individual is whether or not he 
will be taxable, that is, whether his net income does 
not exceed the personal exemption .and credit for 
dependents. If not taxable, then the amount of in- 
terest as represented by the coupons should be in- 
serted on line eight (8). 

The last step is to execute the certificate. This 
may be done by the owner’s affixing his signature in 
the lower left corner on the line designated for that 
purpose. It is permissible for an agent to fili out 
and execute the certificate in behalf of the actual 
owner. However, an attorney or agent who files 
ownership certificates in behalf of his principal 
should be aware of his principal’s taxable status so 
that the amount of interest may be placed on the 
proper line of the certificate applicable thereto. If 
the agency appointment does not carry with it in- 
structions from the principal as to the proper ex- 
ecution of ownership certificates, the agent is not 
in a position to file such certificates in accordance 
with the income tax regulations. It is the business 
of the agent when he stands in the stead of his 
principal to be properly equipped so that he can 
perform the same acts as his principal would per- 
form if the agency did not exist. An attorney or 
agent should, therefore, file ownership certificates 
in accordance with the facts in the case and not 
assume that his principal is a taxable person in the 
absence of information to the contrary. 

Ownership certificates are income tax returns 
within the meaning of Section 3167, Revised Stat- 
utes, as amended. As they are filed as a result of 
income tax laws for the purpose of being used in 
connection with income tax returns, they are to be 
treated as such. Ownership certificates have been 
required to be executed and filed under rules and 
regulations made pursuant to authority contained 
in the several income tax Acts. They are designed 
for the purpose of administering effectively the pro- 
visions of such Acts which required corporations to 
deduct and withhold from interest on certain of 
their securities owned by certain persons fixed per- 
centages to be paid over to the government as a 
part of the tax due from such persons. 

Ownership certificates have been required to be 
made out by persons presenting interest coupons 

(Continued on page 120) 








EMILY MARX 


Member of the New 


York City and New 
Hampshire Bars ex- 
plores an_ interesting 


tax question— 





Is the Income of a 
Maintenance Trust 


Taxable to the Settlor? 


ITING the Schweitzer case ' as his authority, the 

Commissioner of Internal Revenue is attempt- 
ing to tax fathers and mothers on the income of 
the trusts which they have established for their 
minor children. On the theory that the income of 
such trusts satisfies the settlor’s legal obligation to 
support his minor children, the Commissioner 
argues that the trust income is in fact “distributed” 


to the settlor within the provisions of Section 167 of 


the Revenue Act? (“Income for Benefit of Grantor” ) 
and is therefore taxable to him. The Regulations’ 
explain: 

“Such a distribution to the grantor occurs * * * if, 
though paid to another pursuant to the terms of the trust, 
the benefit of the income inures to the grantor. The income 
so inures if it is * * * applied in satisfaction of a legal 
obligation of the grantor * * * regardless of * * * 
whether * * * such obligation is * * * to 
dependents, * * * to furnish maintenance, 
or otherwise.” 


support 
and support 





1Helvering v. Schweitzer, 296 U. S. 551 (1935), reversing 75 Fed. 
(2nd) 702 (C. C. A. 7th, 1935) and affirming 30 B. T. A. 155 (1934). 
The Board of Tax Appeals had said: 

“Income from trust funds created by a father for the support 
of his minor children whom he is bound to support, which income 
is received by the father and applied for the support of his minor 
children, is taxable to him.’ 

rhe Circuit Court decision is discussed in 48 Harv. L. Rez 
2Section 167 of the Revenue Act of 1936 provides: 
“‘(a) Where any part of the income of a trust 
* . x ¥ 


. 1026 (1935). 


**(2) may, in the discretion of the grantor or of any person 
not having a substantial adverse interest in the disposition 
of such part of the income, be distributed to the grantor; 

then such part of the income of the trust shall 

be included in computing the net income of the grantor.” 

' Article 167-1 of Regulations 86, promulgated on February 11, 1935 

and relating to the Income Tax under the Revenue Act of 1934. <A 

similar explanation of ‘distribution to the grantor’? appears in Article 

167-1(b) of Regulations 94, promulgated on November 12, 1936. Sec- 

tion 62 of the Revenue Act empowers the Commissioner of Internal 

Revenue, with the approval of the Secretary of the Treasury, to “‘pre- 

seribe and publish all needful rules and regulations for the enforce- 
ment” of the Revenue Act. 
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Trust income which may be “distributed” to the 
settlor has always been taxable to the settlor,* but 


prior regulations did not attempt to define “dis- 
tributed”’.® 


In the Schweitzer case® the taxpayer had trans- 
ferred property to trustees with directions to pay 
the income to himself “for the support, maintenance 
and education” of his minor children “and for no 
other purpose whatsoever”. In the event of the 
\axpayer’s death, the trustees were directed to make 
a similar application of the trust income. The 
Supreme Court held for the Commissioner who had 
argued that the trust income was taxable to the 
taxpayer because it “operated to discharge the tax- 
payer of a legal obligation,” ? 7. e. the obligation of 
a father to support his minor children. While under 
the facts, the same result might have been reached 
by a holding that the taxpayer was the named 
beneficiary and could not escape the tax by specity- 
ing the uses to which he would put the income,* the 
opinion of the Court indicates its acquiescence in the 
Commissioner’s “legal obligation” theory. In a per 
curiam opinion, the Court reversed the Circuit Court 
on the authority of Douglas v. Willcuts,® another 
“legal obligation” case. And in Helvering v. Stokes,'° 
where the trustees themselves applied the income for 
the “education and support” of the settlor’s minor 
children, the Supreme Court again reversed the 
Circuit Court and held the income taxable to the 
parent-settlor, with a per curiam opinion which cited 
as authority both Helvering v. Schweitzer and Douglas 
v. Willcuts... Although the Stokes case might also 
have been decided on other grounds (the trust was 
clearly a revocable one),’* the Court’s reference to 
the Douglas decision requires the conclusion that the 
basis for the decision was again the “legal obliga- 
tion” theory advanced by the Commissioner.'* 


*Revenue Act of 1928, section 167; Revenue Act of 1932, section 
167(a)(2); Revenue Act of 1934, section 167(a)(2); Revenue Act of 
1936; section 167(a)(2). 

5 Regulations 74, article 881(2); Regulations 77, article 881(2). 

® Note 1, supra. 

7The Government argued (Brief for the Petitioner to the United 
States Supreme Court, October Term, #69, 70, at page 4): 

“The income from the trusts operated to discharge the taxpayer 
of a legal obligation. It was income to him within the meaning of 
the Sixteenth Amendment and also within the statutory definition 
of gross income.” 

8 Compare Savage v. Commissioner, 82 Fed. (2d) 92 (C. C. A. 3rd, 
1936), reversing 31 B. T. A. 633 (1934); where the trust income was 
payable to the settlor’s husband with directions to apply it for the 
maintenance and support of their minor children. The settlor reserved 
the power of revocation with the consent of her husband. The trust 
was held to be an irrevocable one (see note 12, infra) on the ground 
that the husband was the trust beneficiary. 

9206 U. S. 1 (1935), affirming 73 Fed. (2d) 130 (C. C. A. 8th, 1934). 
Certiorari_was originally denied (293 U. S. 626) and was later granted 
(295 U. S. ge when the attention of the Court was directed to the 
Circuit Court decision in the Schweitzer case (note 1, supra). The 
Circuit Court decision in the Douglas case is discussed in 48 Harv. L. 
Rev. 815 (1935) and in 33 Mich. L. Rev. 634 (1935). 

10 206 U. S. 551 (1935), reversing 79 Fed. (2d) 256 (C. C 
1935). 

11 Notes 1 and 9, supra. Shortly after the Schweitzer, Douglas and 
Stokes decisions were handed down by the Supreme Court, Collectors 
of Internal Revenue and Revenue Agents were instructed by the Treas- 
ury ees (I. T. Mim. Coll. #4435, R. A. #794, February 26, 
1936 

‘in cases in which the income of a trust may be applied to the 
support of minor children, the payment of alimony or the discharge 
of other legal ‘obligations of the grantor, such income is taxable 
to the grantor.’ 

2 Revocable trusts are separately treated by the Revenue Act. Rev- 
enue Act of 1936, sec. 166; Corliss v. Bowers, 281 U. S. 376 (1930). 
his article is concerned only with the taxability of the income of 
irrevocable trusts. 

13 The Government argued (Brief for Respondent to the United States 
Supreme Court, October Term, 1935, #1, at page 1): 

“The income from the trust operated to discharge the petitioner 
of a legal obligation. It was income to him within the meaning of 
the Sixteenth Amendment; it was also income to him within the 
statutory definition of gross income. 


~ As. 3nd, 
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The “legal obligation” theory of taxation is not 
a new one. Stated in general terms it relies upon 
the principle that “the payment of one’s obligations 
by another by the former’s direction constitutes in- 
come to the person whose obligation is dis- 
charged”.** It recognizes as taxable income 
compensation, interest, dividends or profits received 
indirectly by the discharge of an outstanding in- 
debtedness, free rent, free life insurance and the 
like.> It expresses the Court’s realization of the 
obvious fact that income may be received in the form 
of commodities and economic benefits 1 as well as 
in the form of currency. If A owes $500 to B for 
services rendered and, instead of paying the salary 
directly to B, pays to B’s landlord the $500 rent 
which B owes, it seems obvious that B has received 
a $500 salary and the landlord a $500 rent as a 
result of A’s payment to B’s landlord. It is actually 
B’s money which the landlord is receiving from A.** 
The transaction clearly requires a holding that the 
$500 be included in B’s gross income,’™® either as 
salary constructively received or as the value of an 
economic benefit (free rent) actually received.’® The 
‘legal obligation” argument means nothing more; 
it is a new name for the established principle that 
income indirectly received is taxable as if directly 
received. The $500 is properly regarded as B’s in- 
come (in our hypothetical case) mot because of 
“benefits received” or “obligations discharged”, but 
because in actual fact B was the owner of the money 
which his landlord received from A. If the payment 
had been routed through B, there could be no question 
of B’s taxability thereon. The payment did not lose 
its income-to-B character when made directly to B’s 
creditor. That creditor (B’s landlord) received the 
payment only by virtue of his creditor-of-B status, his 
right thereto was solely a derivative one. 


The injection of an irrevocable trust ?° into our 
hypothetical case would not alter the factual situa- 
tion or B’s taxability on the $500 payment. If B is 
the owner of the trust income, if the landlord’s right 
to such income is a purely derivative one, arising 
solely out of his creditor relationship to B, B must 
pay the tax thereon, even if the landlord is the 
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14 The quotation is from the brief filed by the Government in Douglas 
v. Willcuts, note 13 supra, at page 12. 

% Louis W. Hill, 33 B. T. A. 891 (1936), settlor taxable on trust 
income intended to cover expenses of maintenance of settlor’s residence; 
Old Colony Trust Co. v. Commissioner, 279 U. S. 716 (1929), employees 
taxable on income taxes paid for them by employer; United States v. 
Boston & Maine Railroad, 279 U. S. 732 (1929), lessor taxable on taxes 
paid for it by lessee; Blumenthal v. Commissioner, note 19, infra, settlor 
taxable on trust income used to pay his creditors. 

#8 See 44 Yale Law Journal 1104, 1106 (1935) discussing the taxation of 
trust income ‘‘where payment of income * * is of financial benefit 
to the transferor.” 

17 The landlord in our hypothetical case is known as the “creditor 
beneficiary” of a “‘contract for the benefit of a third party.’”’ Williston, 
Law of Contracts (1936 ed.) vol. II, p. 1060. 

18 Section 22 of the Revenue Act of 1936 provides: 

“*Gross income’ includes gains, profits, and income derived from 
salaries, wages, or compensation for personal service, of whatever 
kind and in whatever form paid, or from professions, vocations, 
trades, businesses, commerce, or sales, or dealings in property, 
whether real or personal, growing out of the ownership or use of 
or interest in such property; also from interest, rent, dividends, 
securities, or the transaction of any business carried on for gain 
or profit, or gains or profits and income derived from any source 
whatever.” 

A similar definition appears in the prior Revenue Acts. 

19 Blumenthal v. Commissioner, 296 U. S. 552 (1935), reversing 76 
Fed. (2nd) 507 (C. C. A. 2nd, 1935) and affirming 30 B. T. A. 591 (1934). 
Stock was there transferred to trustees with directions to use the divi- 
dends to pay the settlor’s bank loans. The per curiam opinion of the 
Supreme Court cites as authority for the reversal Helvering v. Schweit- 
cer, note 1, supra, Douglas v. Willcuts, note 9, supra, Helvering v. 
Ntokes, note 10, supra. 

*® See note 12, supra. 
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named beneficiary of the trust.21 The question re- 
mains the same: is the trust beneficiary the owner 
of the trust income or is ownership in someone else? 
It is the owner of the trust income who is taxable 
thereon. The taxing of trust income to someone 
other than the named beneficiary always necessitates 
a prior holding that the beneficiary is not the owner of 
the income, that the beneficiary’s right thereto is 
a purely derivative one. 

Such a preliminary ruling was made by the 
Supreme Court in the Douglas ** case. There, in 
compliance with the directions of a divorce decree,”* 
the taxpayer had established a trust for the benefit 
of his wife, retaining for himself the right to the 
surplus income and the right to the corpus upon the 
death of his wife. By state statute the divorce 
court retained the privilege of altering ** the terms 
of the trust at any time during the life of the tax- 
payer’s wife. The Supreme Court said: 

“The creation of the trust by the taxpayer as the channel 
for the application of the income (of the taxpayer-husband) 
to the discharge of his obligation (to pay alimony to his 
wife) leaves the nature of the transaction unaltered® * * * 
the net income of the trust fund, which was paid to the wife 
under the decree (of divorce), stands substantially on the same 
footing as though he (the taxpayer) had received the income 


personally and had been required by the decree to make the 
payment directly.” * 


The ownership of the corpus and even of the in- 
come remained in the husband; his ex-wife’s right to 
receive a portion of the income was a derivative one 
only, dependent at all times upon the court’s direc- 
tion to the husband to pay it to her. A remarriage 
of the wife or a change in the finances of the 
husband might cause the court to alter its directions. 
Clearly the wife was not the owner of the trust in- 
come; it remained the husband’s money and therefore 
taxable to him. 


The facts in the Schweitzer and Stokes cases lend 
themselves to a similar preliminary holding as to 
the ownership of the trust income. Mr. Schweitzer 
received the income from the trustees; while his use 
of the funds was limited to their application to the 


21 Blumenthal v. Commissioner, note 19, supra. 

2 Note 9, supra. The quotation which follows appears at page 9 of 
the Supreme Court opinion. 

23 The income of a trust established by a husband in lieu of alimony 
and in contemplation of divorce but independently of Court decree, is 
also taxable to the husband. Helvering v. Coxey, 297 U. S. 694 (1936), 
reversing (79 Fed. (2nd) 661 (C. C. A. 3rd, 1935); Commissioner v. 
Hyde, 82 Fed. (2nd) 174 (C. C. A. 2nd, 1936), reversing 31 B. T. A. 256 
(1934) which is discussed in 44 Yale Law Journal 1104 (1935); Helvering 
v. Brooks, 82 Fed. (2nd) 173 (C. C. A. 2nd, 1936), reversing 31 B. T. A. 
70 which is discussed in 34 Col. L. Rev. 1375 (1934); Longyear, Jr. v. 
Helvering, 77 Fed. (2nd) 116 (C. C. A., Dist. Col. 1935); McDonald v. 
Helvering, 74 Fed. (2nd) 1005 (C, A. Dist, Col., 1934); Whitaker v. 
Commissioner, 33 B. T. A. 865 (1935). But see, contra, Tuttle v. 
Commissioner, 31 B. T. A. 782 (1934); Lynch v. Commissioner, 23 
B. T. A. 435 (1931), where the Board said: 

“The petitioner (husband) was in no sense a recipient of any 
material benefits from the trust fund. He was no more a bene- 
—— than is the settlor of any voluntary expressed trust who 
benefits only in having his purposes served by the trust.” 

Such income is not taxable to the recipient wife. Bush v. Commis- 
sioner, 33 B. T. A. 628 (1935). 

* Thus making the trust in effect a revocable one. See note 12, supra. 
Compare Audubon v. Shufeldt, 181 U. S. 575, 577 (1901): 

“Generally speaking, alimony may be altered by (the) * * * 
Court at any time, as the circumstances of the parties may require.” 

2 Current alimony paid pursuant to a divorce decree must be regarded 
as a portion of the husband’s current income or earnings. Audubon v. 
Shufeldt, note 24, supra. It is not taxable income to the recipient 
wife. Gould v. Gould, 245 U. S. 151 (1917). 

26 Compare Welch v. Commissioner, 12 B. T. A. 800 (1928). There 
a husband and wife had entered into a separation agreement pursuant 
to which the husband obligated himself to make certain weekly or 
monthly payments to the wife. Thereafter the husband transferred 
securities to trustees with the income payable to his wife and agreed 
that if such income should be less than the alimony stipulated in the 
separation agreement, he should be liable for the difference. The Board 
said that the delivery of the securities did not establish a trust but was 
merely a collateral agreement giving the wife additional security for 
the payment of the alimony. 
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maintenance and support of his children, his children 
acquired under the trust agreement no ownership 
rights which a court would be obliged to recog- 
nize ;?7 and Mr. Schweitzer reserved the right to 
revoke the trust at any time with the consent of 
his wife.2* Mr. Stokes did create enforceable life 
estates for his children, but reserved to himself and 
to his wife an unqualified power of revocation.”® In 
neither case, therefore, was there a completed gift of 
the corpus of the trust (from which the taxed in- 
come was derived). As the Supreme Court said in 
Burnet v. Guggenheim: *° 

“While the powers of revocation stood uncanceled in 


the deeds, the gifts, from the point of view of substance, 
were inchoate and imperfect.” 


The grantors would have been taxable on the trust 
income even if the named beneficiaries had been 
strangers. They did not make their children owners 
of the trust income; they retained such ownership 
for themselves. 


Where the facts present an irrevocable trust and 
an enforceable life estate or estate for years in the 
beneficiary, does the income, “in contemplation of 
law remain in substance that of the grantor” *® 
merely because the beneficiary is his minor child 
and the income is to be applied by the trustee to its 
maintenance, education and support? 


In the United States, minors may own property 
in their own right, including interests in property. 
They are the most usual beneficiaries of inter vivos 
and testamentary trusts.*? And in the trust instru- 
ments, be they deeds or wills, it is customarily 
provided: 


“I direct my Trustees not to deliver the share of any 
minor entitled to share in the distribution of income or 
principal hereunder until such minor shall have attained 
the age of twenty-one vears, but my Trustees, in their 
discretion, may apply to the use of any such minor so 
much of the share of the principal or the income to which 
such minor is entitled as my Trustees may deem necessary 
or proper for the education and support of such minor.” 


For the benefit of the trustees of these so-called 
“maintenance trusts”, the beneficiaries of which are 
usually the minor children of the settlor or the 
testator, the Revenue Act contains a separate sub- 
division, entitled “Estates and Trusts”. It is therein 
provided that the trustee is taxable on the entire 
trust income, but may deduct the amounts expended 
by him for the support, maintenance and education 


27 Compare Grosvenor v. Commissioner, 31 B. T. A. 574 (1934), where 
the trust income was payable to the settlor’s wife for the support, edu- 
cation and maintenance of their minor children. The Board held that 
the income was taxable to the wife (not to the children). Although 
the Grosvenor opinion states that the Schweitzer case is thus being 
overruled, the decisions in both cases reach the same result. The 
named beneficiary is being taxed, the husband in the Schweitzer case 
and the wife in the Grosvenor case. 

% See note 12, supra. The Commissioner’s notice of deficiency in 
the Schweitzer case asserted tax liability on this ground alone, i. e. that 
the trust was a revocable one under section 166 of the Revenue Act of 
1928 

2° Compare Stetson v. Commissioner, 26 B. T. A. 390 (1932), where 
the taxpayer created a trust for the benefit of herself and her minor 
children, reserving a right to revoke with the consent of her husband, 
the trustee. The Board held that the trust income was taxable to the 
settlor-taxpayer on the ground that the trust was a revocable one 
(Revenue Act of 1924, sec. 219(g)). 

30 288 U. S. 280, 284 (1933), reversing 58 Fed. (2nd) 188 (C. C. A. 
2nd, 1932). 

31 The quotation is from the Supreme Court opinion in Douglas v. 
Willcuts, note 9, supra, at page 10. 

32 Where the income of a testamentary trust is being applied by the 
trustee to the support, maintenance and education of the minor children 
of the trustee, the children are taxable on the income even if the testator 


was the father of the beneficiaries. Ferrer v. Commissioner, 20 B. T. A. 
811 (1930). 
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of the beneficiary, which amounts are then taxed to 
the beneficiary as his own income.** These trust 
income provisions of the Revenue Act the Supreme 
Court expressly recognized in the Douglas opinion: 
“These provisions (sections 161 and 162) have appro- 
priate reference to cases where the income of the trust is 
no longer to be regarded as that of the settlor * * *.” 
Although for all practical purposes an inter vivos 
trust which provides for the application of the in- 
come to the maintenance, support and education of 
the settlor’s minor children does enable the settlor 
to perform via the trust, at a considerable saving of 
taxes, the duty of support which he owes to his 
children,** the courts have never held that the iden- 


_ tity of the beneficiaries or the motive for the creation 


of the trust prevents the trust income from being 
“no longer * * * regarded as that of the settlor.” * 
On the contrary, in its recent opinion in Gregory v. 
Helvering,*® the Supreme Court said: 

“The legal right of a taxpayer to decrease the amount of 
what otherwise would be his taxes, or altogether avoid 
them, by means which the law permits, cannot be doubted.” 
And the Board of Tax Appeals has time and again 
held that the income of an irrevocable support and 
maintenance trust is not taxable to the parent- 
settlor, but to the trustee or to the infant-benefi- 
ciary.** 

(Continued on page 116) 





33 Revenue Act of 1936, sections 161 and 162. ‘‘The basic plan of 
the statute is that income of property held in trust shall be taxed to the 
fiduciary.” Sawtell v. Commissioner, 82 Fed. (2nd) 221, 222 (C. C 
Ist, 1936). 

3% The creation of the trust does not extinguish or satisfy that duty. 
See Myers v. Myers, 131 Misc. 318 (N. Y. Sup. Ct., West. Co. 1928), 
affirmed 225 App. Div. 776 (1928). The duty of support is owed even 
where the infant has property of its own. See In re Jeffrey's Estate, 
137 N. Y. Supp. 168, 170 (Surr. Ct., 1912), where the Court said: 

“Where a father has sufficient financial ability to maintain and 
educate his minor children, it is his duty to so maintain and 
educate them out of his own funds, no matter what may be the 
value of the property of his infant children.” 

See also Goodman v. Alexander, 165 N. Y. 289, 292 (1901) where the 
Court said: 

“That the obligation rests upon a father * * * to support his 
infant children even though they have an estate of their own * * 
is well-settled law.’ 

Sut, unless the father is unable to support the children, no duty of 
support is owed by a mother to her minor children. See Commissioner 

Yetser, 75 Fed. (2nd) 956 (C. C. A. 6th, 1935). 

% The quotation is from Douglas v. Willcuts, note 9, supra, at page 10 

36 2903 U. S. 465, 469 (1935). 

37 Dillon v. Commissioner, 32 B. T. A. 1254 (1935); Canfield v. Com- 
missioner, 31 B. T. A. 724 (1934); Clark v. Commissioner, a 8. Tt. A. 
1082 (1935); Handly v. Commissioner, 30 BB. T. A. 1271 (1934), where, 
in answer to the argument of the Commissioner that the settlor was 
using the trust devise to perform her duty to support her minor chil- 
dren, the Board said: 

“It is * * * hard to see this without confusing the mother 
and the children. She was not a beneficiary of the trust during any 
of the years before us, nor, during those years, could any part of 
the trust income be legally distributed to her individually . 

The fact that they (the children) were minors under guardianship 
is consistent with their being separate individual taxpayers, Com- 
missioner v. Van Wart, 69 Fed. (2nd) 299.” 

Yeiser v. Commissioner, memorandum opinion, March 20, 1933; 
affirmed 75 Fed. (2nd) 956 (C. C. A. 6th, 1935), note 34, supra; 
Prouty v. Commissioner, 30 B. T. A. 1068 (1934); Torrens v. Commis- 
sioner, 31 B. T. A. 787 (1934); Blake v. Commissioner, 23 B. T. A. 554 
(1931); Stevens v. Commissioner, 24 B. T. A. 52 (1931); Bliss v. Com- 
missioner, 26 B. T. A. 962 (1932); Honnold v. Commissioner, 30 
B. T. A. 774 (1934); Stetson v. Commissioner, a7 B. T. A. 173 (1932) ; 
Longyear, Jr. v. Commissioner, 28 B. T. A. 1086 (1933); affirmed on 
another point in 77 Fed. (2nd) 116, where the Board said: 

“By the assignment in trust petitioner divested himself of all 
interest in the portion assigned, had no control over, and could 
not repossess either the corpus or income. Under these conditions, 
whether the payments made to the trustees for the children were 
out of corpus or income of the decedent’s estate, they were not 
taxable to the petitioner. O’Malley-Keyes v. Eaton, 24 Fed. (2nd) 
436; Young v. nichtel, 28 Fed. (2nd) 789; S.A. Lynch, 23 B. T. A. 
435.” 

Reeb v. Commissioner, 8 B. T. A. 759 (1927), where the Board said: 

“The father having legally created a trust and the mother 
having accepted and undertaken to execute the same as trustee 
and having acquired certain funds * * * which she now holds 
as a trust fund for the minor, such fund is not the property of the 
father and is not taxable to him as such. In creating the trust, 
the father made a separate estate for the minor daughter and ceased 
to have either ownership or control over the same. In such circum- 
stances, the Commissioner erred in including the income of the 
minor's trust estate as a part of petitioner’s taxable income.” 
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Ewing Galloway, N.Y. 


LEWIS GLUICK, C.P.A., SHOP TALKER 


S. E. C. 


N A quiet manner the Securities Exchange 

Commission has done more to bring about good 

accounting than anything that has ever hap- 
pened. Carman Blough, C. P. A. of Wisconsin and 
North Dakota, is chief accountant for this body, and 
among his duties seems to be the creation of good- 
will as contact man. He has an article in the 
Journal of Accountancy for January; and on the 
eleventh of that month he addressed the N. Y. State 
Society of C. P.A.’s. Although he stated that the 
commission had not yet made any positive rules, and 
did not want to do so, preferring to let the account- 
ants work out their own standards, still the commis- 
sion by its rulings has built up a body of precedent 
that has crystallized good practice, and made nearly 
all texts on corporation finance obsolete. For better 
or worse (and in our opinion for better) the S. E. C. 
has settled many moot points. The trouble is that 
in enforcing the telling of the whole truth, the real 
truth is frequently hidden. Some provision ought 
to be made for a brief summary that would be in- 
telligible to the ordinary layman. Good accountants 
must study present prospectuses very carefully; 
lawyers not expert in corporations’ bond issues are 
confused; and the ordinary investor does not even 
try to read the thick books that are called 
prospectuses. Here is something about which Mr. 
Landis can and should do something; and very soon 
too. 


One thing of peculiar intere« of 
this magazine is the conflict be: ae | 
and the Internal Revenue Br Ti 
doubt but that the former are acccu 
more nearly the truth. But in ing ther 


conflict with the Income Tax Un, . | situation 
develops. A practitioner who did n ‘ake income 
tax liability into account would be properly cen- 
sored; but an S. E. C. Income Statement might give 
no clue to the real tax liability, etc. Can’t these 
two governmental bodies get together and teach 
Congress that the conflict of its laws does no one 
any good? 

And that brings up the matter of authority. When 
a man has graduated from college, been admitted to 
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practice and then actually and actively practiced for 
15 or more years, read his professional periodicals, 
attended his societies’ lectures, and, in short, been 
a good member of his profession, he ought to be 
pretty much of an authority himself. In any event, 
the knowledge he has gained is fused into a fairly 
composite whole. Insistence upon citing of author- 
ity irks such a practitioner ; sometimes the authority 
is merely a man who has been so unsuccessful in 
practice that he has had time to write a book. Of 
course, anything coming from the pen of such men 
as Bell, Montgomery, or Finney is authoritative. 
But a lot of so-called “authority” is merely some 
Ph.D. quoting with favor somebody else whose work 
may be out of date, if it ever was good. On the other 
hand the fervent denials of authority, or the refusal 
to cite, too frequently come from the practitioner’s 
laziness and resultant ignorance. Further expression 
of opinion on this matter is requested. Tell the 
Shop Talker your name; he won’t publish it if you tell 
him not to. 


Crying Towels 


For the saddest story concerning a tax practitioner 
received in 1937 we will award a prize of one (count 
’em) hand embroidered crying towel, warranted to 
hold not less than one pint (16 fluid ounces) of tears 
of any degree of saltiness. The stories must be au- 
thentic, though we will withhold names if requested. 
For a sample consider the case of Brady, 364 CCH 
"9521. This poor C. P. A. undertook to handle a 
B. T. A. case which he was not fitted to plead. He 
took it under false misrepresentations made by an 
unauthorized employee of his “client”, and resigned as 
soon as he learned the truth. Nevertheless the B. T. A. 
has disbarred him, because of negligence and incom- 
petence. The case is interesting from the client’s 
angle too, though not sad. 

We have been accused a number of times of being 
the first to use the dialogue form of presentation in ac- 
counting. We are guilty, as far as we know; but 
would welcome any proof that some one else 
thought of it before we did. Anyhow, we are no 
longer alone in the field. The latest imitator is 
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Howard F. Greene, a C. P. A. who has a swell article 
on “Effective Income” in the November issue 
of a smart new publication titled The National Ac- 
countant. We have never seen a clearer pres- 
entation of the first principles of actuarial science; 
we wish we’d written it. The new magazine has its 
home in Los Angeles. Mr. Gerritt Van der Horst 
runs the tax department. 


No amusing items have been received regarding 
queer requests made of accountants (see December 
issue). We have, however, two squawks. That is to 
say, men asserting that it is not what they are asked 
to do, but what they are asked to do it for. In other 
words, the old complaint about inadequate fees. We 
don’t deal with that. What we like is a rather 
lengthy letter, humorously and well written about 
the queer ideas clients have about the value of 
services. After telling in human-interesting style 
how he got the account of two college classmates 
who had gone into business partnership, this ac- 
countant goes on: 


The preparation of the individual tax returns was a 
cinch; the men had practically nothing except the partner- 
ship income; and besides those were the good old days 
when justice was more important than political expediency; 
losses could be deducted in full and carried forward (stop! 
stop! you make us weep) and it took me less than a half 
hour apiece for them. Remembering the complaint about 
the audit bill I thought hard before rendering the bill for 
the tax returns, and finally charged $10 for each. Next day 
Joe called me up. “Look here, Jim,” he said. “You are a 
good accountant, but you’re a heluva business man. How 
the heck do you expect to keep clients and make money, 
the way you charge? First you want $400 for a simple job 
like opening our books and checking them up for three 
months; and then for a really difficult job like my tax 
return, you go to the other extreme. You'd better stick to 
your auditing work and hire me to do your billing.” I did 
not attempt any explanation or protest after that. I said 
“All right; pay me what you think the returns are worth,” 
and by gosh, each of the boys sent me $25.00. 


That exclamation about weeping was interpolated 
by the Shop Talker. Another communication from FI. 
E. Botwinik, of New Jersey, almost got the same re- 
action. He recalled the dear, dead days when con- 
solidated returns were legal. One day a lawyer 
asked him, and was not joking, whether the fact 
that he, the lawyer, being attorney for three cor- 
porations was adequate ground for consolidating 
them. Which just about beats anything Rube Gold- 
berg ever had in his “fool question” series. 


Taxes 


Keep both eyes on the National Grocery case (35 
3. T. A. No. 23; 364 CCH J 7433). Not because it 
deals with section 104 of the 1928 act; but because 
it has a seven man dissent. With all the howl over 
five to four Supreme Court decisions, look at an eight 
to seven split like this! The case of Schlemmer (364 
CCH § 9518) should be read, especially if you like fic- 
tion. Judge Abruzzo, of the Federal Court for the 
Southern District of N. Y. said: “The fantastical 
story of the plaintiff would be a strain on one’s com- 
mon sense”. No dissent here. On the other hand, 
another N. Y. case (CCA 2nd; 364 CCH § 7189 and 
9547), that of Johnston, has a dissent by Judge Swan 
that makes it important. The subject matter is the 
offset of partnership profits against personal losses. 
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Unamortized bond discount in the crux of the Ameri- 
can G & E cases (364 CCH J 9488 and 9556) but the 
noteworthy item to our mind is the victory of that 
grand Oldtimer of the tax game, Robert H. Mont- 
gomery. His movie namesake seems to have yielded 
to Robert Taylor, but the Colonel goes rolling along. 


On page 738 of the December 1936 (final) number 
of the Certified Public Accountant appear some 
questions on taxation given in recent C. P. A. 
exams. If you can answer them all correctly, 
your income should be in the 9% surtax class, at 
least. The first one is: “When personal property is 
located in one state and its owner resident in an- 
other, which state taxes the property?” Offhand, 
we'd say that both would try to. The case of 
Whitney v. Graves, decided by the U. S. Supreme 
Court, and reported at § 87-702 in the CCH N. Y. Tax 
Service, seems to give the answer. Ordinarily, per- 
sonal property is taxable in the domicile of the 
owner. But a seat on the N. Y. Stock Exchange is 
such a different and intangible thing that the own- 
er, although a citizen and resident of Massachusetts 
who conducted his actual business only through 
correspondent fellow members, has to pay a tax in 
i 2 


Warner Baxter, movie star, is quoted in the 
srooklyn Daily Eagle of January 14 as follows: 

I have no sympathy with people who complain about 
high taxes. It so happens I’m earning only a percentage of 
what I received three and four years ago. It appears to me 
that we who earn top salaries should pay a greater per- 
centage to the Government than those who barely get 
along. For another thing, I consider myself fortunate in 
netting what I do. 


Consider the poor taxpayer. No matter what he 
does, he can’t avoid paying much more than he 
used to. Here’s a sorry case. A retired business man, 
with a good life expectancy, and so not “causa mor- 
tis” with a two year limitation, gave to his son cer- 
tain stocks, with a value of less than $5,000 and 
so exempt from gift tax. Son had an income which 
paid little normal tax, and never a surtax. “So,” 
said the dad, “if the corporations ever do resume 
dividends, there won’t be much tax anyhow.” But 
that was in 1935; along came the law of 1936. Divi- 
dends now subject to normal tax; and every last 
corporation, driven by the undivided profits tax, de- 
claring dividends. The last batch of B. T. A. deci- 
sions for 1936 is peculiarly interesting. (All num- 
bers following are in 35 B. T. A.) H. I. Wilhelm, 
C. P. A., got a Rule 50 decision for Laird (No. 12) in 
a case involving depletion on Texas oil leases. Our 
interest lies in the five main dissent (364 CCH § 7422). 
Gamblers, especially those now in Florida should 
carefully study the short case of Anderson (No. 3) 
(364 CCH § 7412). One of the romantic occupations 
is that of harbor pilots. Read the facts about those 
of Mobile in the case of their association, taxed as 
a corporation (No. 4). Ever hear of a “hipotica”? 
It isn’t a new inmate at the zoo. Solve the mystery 
by reading No. 9 (364 CCH ¥ 7419). 
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Clear cut decisions for the petitioner without any 
dissenting opinion are so rare as to deserve citation. 
So look up the case of Whiting et al. (No. 16) (364 
CCH { 7426). It is unfortunate when a layman is pe- 
nalized on tax matters. It is truly sad when a lawyer 
runs afoul the law especially on so elemental a mat- 
ter as failure to file a return. Read No. 17 (364 
CCH {[ 7427) for the details. Like Canada Dry Gin- 
ger Ale? Read No. 19 and learn how it was market- 
ed. (364 CCH J 7429). Anent our piece about exempt 
corporations in the January issue, Fred Haller, C. 
P. A. and national comptroller of the Y. W. C. A. 
calls our attention to a book he has recently pub- 
lished on the subject. 


In other cases no allowance of any nature was 
made. The practice of allowing a deduction in one 
district and not in another on the same type of prop- 
erty served to make an inherently inequitable pro- 
cedure. 


The foregoing is from an article in the December 
Accounting Review, a quarterly; the writer is 
IX. J. Kirkham. It’s a darn good article, but the reason 
we quote this part is because it isn’t what you think 
it is. In short, the writer is not talking about our 
own Income Tax Unit, Bureau of Internal Revenue, 
Treasury Department, but about a condition exist- 
ing in Great Britain just before the revision of the 
Inland Revenue Act in 1878. Verily 


Depreciation is vexation 
Depletion’s just as bad; 

Each T. D. perplexed me 
And courts just drive me mad. 


Quarterly Returns 


We are a charter subscriber to a quarterly named 
The American Scholar. In five years we have learned 
quite a little from it: we have also derived no little 
amusement; and we think the latter may be a shock 
to the editors. As an example of the smile provokers, 
consider an article in the “Winter 1937” number, 
entitled “Erasmus, Enemy of Pedantry”. On page 
86 occurs the word “Eudemonism”; on page 87 we 
find “patristics”; on page 92 “meiosis”. The writer, 
one Smith does not define these words and if you 
want to learn what they mean, nothing less than an 
unabridged dictionary will suffice. But for reductio 
ad absurdam in excelcis (you see how contagious the 
disease is; well the Latin means the highest possible 
bad example of the absurd) consider an article in the 
December issue of the AccounTING REvIEw. It is en- 
titled “Taxability of Stock Dividends under Federal 
and State Laws”. It covers twelve pages. The foot- 
notes in type like our quoted paragraphs, take more 
space than the text, in full size type. “Whadya 
mean, pedantry?” But on the same subject, the 
Court of Appeals, highest in N. Y. State handed 
down a significant decision which you can find at 
* 83-901 in the N. Y. Tax Service. The trans- 
fer of surplus to the capital account of true n.p.v. 
stock is not a stock dividend. We don’t see how any- 


one but a tax commissioner could have thought it 
was. 
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The Shop Talkers 


HAT goes on?” remarked the Youngster as he 
came up to the table where active talking was 
already in progress. 


“First tell us where your old man is,” said the 
Kid. 

“Dad’s taking a vacation in the South,” replied 
the Youngster. “Says that he’s finally reached the 
stage and age where he can rest when he pleases.” 


“Having you in the firm,” said Philo, “probably 
helps his peace of mind! And who knows whatever 
became of the C. P. A. Father and Son Club?” 


“Does anyone care?” said the Kid and the Young- 
ster gave an emphatic “Yes!” (So does ye editor). 


“Does any one know of a C. P. A. Husband and 
Wife Club?” asked Philo. “Since the passing of the 
Kohlers, I’ve never even heard of a couple practicing 
accountancy.” 


“All right,” said the Youngster. “Let’s all keep 
our eyes open and report it if we locate any. I'll 
write Dad to do so on his trip. Now tell me what all 
the shouting was about when I arrived.” 


Blank shoved back his soup plate and replied, 
“Dash here was trying to tell us that audit programs 
are obsolete. We disagree.” 


“So I gathered,” said the Youngster dryly as he 
took his tomato juice. “And I’m here to help Dash.” 


“Suffering catfish!” exclaimed the Kid. “As Dash 
goes, so goes the Youngster. Your old man would 
be ashamed of you.” 


“On the contrary,” replied the Youngster calmly. 
“Our firm gave up audit programs several years 
ago.” 

“See!” exclaimed Dash, “Just what I told you. 
Oldtimer and Company, one of the biggest firms, is 
doing it. The audit program is outmoded, the same 
as pen-and-ink accounts receivable.” 


“Still find a lot of those,” mumbled Philo as he 
ate his roast beef; and Dash, pushing back his plate, 
now empty, went on 

“Sure, but we don’t recommend them. An audit 
program is still useful for a new junior, but at best 
it’s only a guide to the principal, or managing senior. 
Stick to an audit program and your're likely to be 
stuck with an error of omission.” 


“Something to that,” said Blank, “but try to get 
along without one and you’re sure to forget some- 
thing. Besides that, laying out a program gives you 
a check up on the work progress. You show who 
did each part of the audit, and keep track of what is 
to be done. Also you get a valuable record in case 
of dispute later.” 

“True,” said Dash, “But you can get the record 
more positively by having each man on the job give 
a report of exactly what he has done. Then the man- 
aging senior can check up, and determine if the 
work is being done.” 

“Granted,” said Philo. “A report of work done is 
better evidence than to just initial the items on the 
program. 











INCOME TAX EVASION AND 
AVOIDANCE: THE DEFLEC- 
TION OF INCOME 


Lucius A. Buck, Member of Florida and 
Virginia Bars 


23 Virginia Law Review, December, 1936, 
p. 107-139 


Mr. Justice Holmes has said of tax eva- 
sion, “When an act is condemned as an 
evasion, what is meant is that it is on the 
wrong side of the line indicated by the 
policy if not by the mere letter of the law.” 
Tax evasion has been a problem from the 
earliest times. The citizen wants to pay 
no more than he absolutely has to and will 
deflect income from himself wherever pos- 
sible. In cases dealing with attempts to 
do this, the questions usually arise: Was 
income derived, and to whom is that in- 
come attributable? 


The trust method of deflection has long | 
served as a means of escape from the em- 


barrassments of ownership. Congress 
thought this a loophole in the law and tried 
to plug it with a statute. Section 166 of 
the Revenue Act of 1936 relates to revoca- 


ble trusts and provides that where the | 


grantor alone, or in conjunction with any 
person not having a substantial adverse 
interest, or any person not having an ad- 
verse interest acting alone, has the power 
to revest title to any part of the corpus 
in the grantor, then the income from such 
part of the corpus shall be included in the 
grantor’s gross income. We are here con- 
cerned with the existence of power in the 
grantor rather than with the exercise of 
that power. The test of taxability to the 
grantor is whether he has failed to divest 
himself, permanently and definitively, of 
every right which might by any possibility 
enable him once more to possess and 
enjoy in title the trust corpus. 


The approach of Section 166 from the 
standpoint of the rights of the grantor 
reaches only one-half the problem, the 


which approaches from the standpoint of 
the rights of the donor or creator of the 
trust in or to the income. It provides that 
where any part of the income from a trust 
is, or in the discretion of the grantor or 
any person not having a substantial adverse 
interest in the income may be, held or 
accumulated for future distribution to the 
grantor, or may be distributed to the 


}in 
| grantor’s retained interest in the income is 
|'whether the grantor has failed to divest | 
‘himself, permanently and definitively, of | 
|every right which might, by any possibility, | 





| 
| 
| 
| 
| 
| 
| 


|551 (1935), where a trust was created, the 


| 


| 
| 
| 


|time, distributed to him, actually or con- 


| purpose of discharging a legal obligation 


|of alimony and dower. 
other half being covered by Section 16/7, | 


grantor, or is, or may be, applied to the 
|payment of premiums of insurance upon | 
| the life of the grantor, then such part of the | 
income is to be included in the gross in- 
come of the grantor. The test to be applied | 


determining the 


sufficiency of the | 


enable him to have the income, at some 


structively. 


The policy of these statutes is shown by 
the subject matter with which they deal 
and by the evil which they seek to avert. 
They attempt to secure clarity and prevent 
tax evasion by means of estates and trusts. 
Their effectiveness depends upon the ex- 
tent to which the courts are willing to 
recognize the evil and give effect to the 
Congressional intent. 


Under the income tax laws, the tax appli- 
cable to individuals applies to the income | 
from trust property including income 
whether currently distributable by the 
trustee to fiduciaries or, in case of certain 
beneficiaries, accumulated and held for 
future distribution, or, in the discretion of 
the trustees, either distributed or accumu- 
lated and held for future distribution. The 
trustee is allowed a deduction for the 
amount distributed currently, but such | 
must be included in the gross income of 
the beneficiary. This applies to the usual 
trust, but situations covered by section 166 
and 167 are expressly exempt. Until set- 
tled in the affirmative by recent Treasury 
Regulations, it has been a problem as to 
whether a grantor is taxable on the income 
from a trust distributed or used for the 


of the grantor. 


In Douglas v. Willcuts, 296 U. S. 1 (1935), 
the taxpayer created a trust, the income 
of which was to be paid to his wife in lieu | 
The court held 
that the income was taxable to the hus- 
band. In Helvering v. Schweitzer, 296 U. S. 


income to be used for the support, educa- 
tion and maintenance of minor children, 
the income was held to be taxable to the 
donor. In Helvering v. Blumenthal, 296 | 
U. S. 552 (1935), shares of stock were con- 


edness from a solvent employer. 





veyed to trustees, accumulated and current 


dividends to be applied on the grantor’s | ceipt thereof does not affect the assignor’s 
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indebtedness to the bank. The trust was 
irrevocable, but the income was again held 
taxable to the grantor. 


The use of the trust income to discharge 
a moral obligation of the grantor may be 
sufficient to render that income taxable to 


| the grantor. 


Another attempt to avoid income taxes 
has been through anticipatory assignments 
of income. Of course, such may be in good 


| faith, too. Supreme Court decisions estab- 


lish that earned incomes are taxable to 
those who earn them, and unearned in- 
comes are taxable to those who own thie 
property that produces them, rather than 


| those to whom their earners or owners are 
| under contract to pay them. 


In Lucas v. Earl, 281 U. S. 111 (1930), the 
Supreme Court said that a person cannot 
assign income for personal services earned 


|or to be earned by him to another and 
| thereby shift the income tax on that in- 
| come from himself. 


The court said: 


“There is no doubt that the statute could tax 
salaries to those who earned them and provide that 
the tax could not be escaped by anticipatory ar- 
rangements and contracts however skillfully devised 
to prevent the salary when paid from vesting even 
for a second in the man who earned it. That 
seems to us the import of the statute before us 
and we think that no distinction can be taken ac- 
cording to the motives leading to the arrangement 
by which the fruits are attribued to a different tree 
from that on which they grew.” 


There is no dispute that the assignment 
of income to be earned in the future is 
ineffective for the purpose of shifting the 
tax thereon from the assignor. It is where 
the income has been earned but not re- 
ceived that uncertainty enters the field. If 
the assignor is on the accrual basis, it 
seems clear that he is taxable because the 
privilege of accrual takes the place of 
actual receipt and the taxable status is 
fixed at the moment the income is earned. 
The same is true if the assignor has re- 
ceived notes or other evidences of indebt- 
The 
uncertainty remains then only in the case 
of an employee on a cash basis who has 
earned but not received his income. The 
Lucas case seems to indicate that the stat- 
ute taxes salaries to those who earn them 
without regard as to whether further per- 
formance on the part of the assignor is 
necessary after the assignment. While in- 
come already earned might be a species of 
property, its assignment prior to the re- 
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character as the earner of that income. 
The decision in the Lucas case is based 
upon a construction of the statute and 
holds that Congress included salaries, 
wages and the like in the gross income of 
those who earn them. If that is the intent 
and proper construction of the statute, 
then we are not concerned with the ele- 
ment of control or the rights of the 
contracting parties. 


The same tests are applicable in the as- 
signment of income from property as in 
the assignment of income from personal 
effort, i. e., who earned the income or who 
owns the income-producing property? The 
various kinds of ownership of property 
render this problem more difficult, how- 
ever. The Lucas case has been held appli- 
cable in both fields. This renders the owner 
of income-producing property taxable on 


ments touching that income. Where the 
property producing the income has been 
assigned, the assignee is taxable, 
simply the income from the property has 
been assigned, the assignor is taxable. 
Frequently a substantial portion, but not 
all of the incidents of property is trans- 
ferred. Then it must be determined 
whether a sufficient quantum of rights has 
passed from assignor to assignee to shift 
the tax. The most trouble arises where 
the res is not something definite and tan- 
gible, but consists of intangible contract 
rights. 


The usual situation in which real prop- | 


erty may be said to produce income, may 
be analyzed as a conttactual relation in 
the sense that the income arises under a 
leasehold contract. The owner of the fee 
remains taxable for capital gains and sub- 
ject to capital losses and as lessor pos- 
sesses the right to rent. What is the 
income-producing property here, the real 
property or the contract to rent? A piece 
of land possesses a certain utility value 
—it is susceptible of certain agricultural, 
commercial or other uses for which there 
is a demand. A contract of lease brings 
those uses into play and the lessee obtains 
the benefit of those uses. In other words, 
the lessee has purchased the particular 
utility value of the land comprehended by 
the lease. It would seem to follow that the 
land is the income producing property and 
not the right to rent. While the right to 
rent is significant, it is complemented in 
the lease by other rights, which are sub- 
stantial in themselves. These possess sig- 
nificance even when no rent or nominal 
rent is reserved. If the tenant is evicted, 
the assignee’s benefits depend on the whim 
of the owner, who may choose not to lease 
again or to lease at a different rental. As 
a result, the owner-lessor still possesses 
the greater quantum of rights, and thus 
remains taxable. 


In the Ward case, 58 F. (2d) 757 (1932), 
the court held that an assignment of rent 
by a sublessor did not assign the lease but 
only the right to the rent and the rent so 
assigned was taxable to the assignor. 


In the usual situation of an assignment 
of rent by the owner-lessor, it may well 
be doubted if anything more than the right 
to the rent as it is paid by the tenant 
passes. 


Where a life estate is transferred by gift 
and the transferee enters into possession, 


he will be taxable on the income therefrom. 
In Lowery vw. 


but if | 


DIGESTS OF 


| (1934), 








it was held that a life tenant who 
assigns the income from the estate is not 
taxable thereon. 


Where rents are in the form of royalties, 
the courts have been inconsistent. Where 
the royalty is considered an estate in land, 
an assignment of the right thereto would 
be effective to shift the tax. If the royalty 
is considered as merely a right to rentals, 
the assignment will not affect the tax status 
xf the parties. 

In the case of a corporation owning rail- 
way or terminal property which it leased 
to another corporation, the lessee cove- 
nanting to pay interest on the lessor’s 
bonds and a fixed annual dividend on the 
lessor’s stock, it has been held that the 
interest and dividend payment represented 
rent constructively received by the lessor 


1 J |and constituted taxable income to it. 
the income therefrom regardless of assign- | 


In the assignment and reservation of 


| dividends on corporate stock, the problem 


is whether the right to dividends may be 
separated from the general ownership of 
shares of stock and considered as a sepa- 
rate property interest. In the assignment 
of dividends to be paid in futuro, the record 
owner of the stock is able to defeat the 
assignment contract by a transfer of the 
stock to a bona fide purchaser since divi- 
dends are payable only to stockholders of 
record. Thus the assignee of future divi- 
dends and the vendor who has retained by 
private agreement with his vendee the 
right to receive future dividends, would 
appear to be without any property rights 
in the stock which produces those divi- 
dends and those dividends should be held 
taxable to the owner of the stock. 


In Rosenwald v. Commissioner, 33 F. (2d) 
423 (1929), an assignment was made to 
trustees of all the dividends on certain 
shares of stock which would become due 
over a period of five years. The court held 
that the income was that of the assignor. 
In Machette v. Helvering, 81 F. (2d) 73 
(1936), it was held that an assignment of 
dividends which had been declared but not 
paid, and which were not payable at the 
time of the assignment relieved the as- 
signor of tax liability thereon. It is sub- 
mitted that this case is contrary to the 
Lucas case. Of course, if the stock itself 
is transferred with the dividends, either by 
an executed gift or by a trust in favor of 
the assignee, even though the assignor is 
trustee, the dividends are no longer taxable 
to the assignor. Where a vendor of stock 
retained the right to receive the dividends, 
it has been held that the dividends are tax- 
able to him. 


In assignments of the income from 
trusts, the question remains as to whether 
the assignment operates to transfer the 
income- -producing property or merely gives 
to the assignee the right to the unreceiv ed 
income. The difficulty again lies not in 
ascertaining the correct principles, but in 


|applying them. 


In the trust relationship we have both a 
legal and an equitable estate. The grantor 
transfers the legal estate to the trustee and 
the equitable estate to the beneficiary. The 
holder of the equitable estate may transfer 
it to another unless prohibited therefrom 
by the law of the particular state or by a 


| valid condition against alienation in the 
| trust instrument. 
an estate renders subsequent income there- 


| from taxable to the person to whom the 
Commissioner, 70 F. (2d) 713! estate is conveyed. 


The conveyance of such 


However, some cases 
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have held that the conveying beneficiary 
remains taxable on the income on the 


theory that the relinquishment constitutes 
nothing more than an anticipatory assign- 
ment of income. 
an assignment of a trust estate and the 
assignment of future income may 
shadowy to the practical mind because the 
equitable estate of a trust beneficiary is a 
use, that is, the right to income. 
the Revenue Acts accept property concepts 
and an equitable estate is as truly property 
as a legal estate. 
equitable estate should no more be taxed 


The distinction between 


seem 


However, 


The income from an 


to the transferor thereof than should the 
income from a legal estate be taxed to the 


transferor thereof. 


In any case of an assignment of the in- 
come from an equitable estate, it should 


be determined whether the estate has been 


transferred or only an assignment of future 
income has been made. If a reversion is 
left to the transferor, it may be doubted 
that the arrangement is more than an an- 


ticipatory assignment of income. 


Under a spendthrift trust, the condition 
is that the assignee cannot alienate the in- 
come and there the assignor has not con- 
veyed his equitable estate. If payments 
have been made to the beneficiary, a later 
transfer does not operate to change the 
taxable status which the payments pos- 
sessed when first received by the assignor. 
Consequently the beneficiary of a spend- 
thrift trust is taxable on the income there- 
from despite attempted assignments. 


CASE COMMENTS 


Federal Excise Taxes—Injunctive Relief. 


—Plaintiff, a soap company, seeks to enjoin 


a Collector of Internal Revenue from col- 
lecting the tax imposed on the first do- 
mestic processing of coconut oil and palm 
oil by Section 602% (a) of the Revenue 
Act of 1934, on the alleged ground that 
the section is unconstitutional. Held: The 
allegation and showing of “ultimate finan- 
cial ruin resulting from the continued 
payment of the tax” was not sufficient to 
prevent the application of Section 3224 of 
the Revised Statutes of the United States 
which prohibits the maintenance of suits 
to restrain the collection of taxes. Huston 
etc., v. Iowa Soap Co., 4 U. S. Law Week 
85 (1936). Discussed in 22 Wash. U. L. Q., 
Dec., 1936, p. 132. 


Limitations on State Taxation of Income 
from Realty Outside the State.—A resident 
of New York was charged by the tax com- 
mission of that state upon the income re- 
ceived from both rents on New Jersey 
realty and interest on bonds and mortgages 
upon realty located therein. Section 359 
of the Tax Law of New York defines tax- 
able gross income specifically to include 
rent from real property located outside the 
state. The Appellate Division reversed the 
ruling of the trial court in denying relator 
a refund. Held, on further appeal, that the 
statute was not repugnant to any provision 
of the Constitution of the United States, 
and that the sections of said tax law con- 





94 


stituted a valid exercise of legislative | 
power. Reversed. People ex rel. Cohn v. 
Graves, 271 N. Y. 353, 3 N. E. (2d) 508 
(1936). Discussed in 22 Iowa L. Rev., 
Nov., 1936, p. 166. 


Options to Purchase Stock in Another 
Corporation.—T he Superpower Corpora- 
tion issued to its stockholders, including 
petitioner, rights to purchase stock which 
Superpower held in other corporations at 
less than the then market value. Petitioner 
sold the rights at less than their market 
value as of the date of receipt, and claimed 
the difference as a deductible loss for Fed- 
eral income tax purposes. The Commis- 
sioner agreed with the petitioner in treating 
the rights as dividends, but reduced the 
amount of the loss by finding a lower value 
for the rights when received. On petition 
to redetermine the resulting deficiency, the 
SJoard of Tax Appeals rejected the view 
that receipt of the rights represented in- 
come, and held that the entire amount 
realized when the rights were sold was 
taxable income. On _ appeal, reversed. 
Held, the value of rights to purchase shares 
in a corporation other than the issuing one 
is income as of the date of receipt by the 
stockholder. Ramapo, Inc. v. Commissioner 
of Internal Revenue, 84 F. (2d) 986 (1936). 
Discussed in 31 Ill. L. Rev., Dec., 1936, 
p. 537. 


Right to Tax as Income of Trustee Com- 
pensation Allowed but Not Accepted.— 
Taxpayer established three _ irrevocable 


Rulings of the Bureau 
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trusts with himself as trustee, each author- | 


izing payment to himself as successor, as | other state and is in violation of the com- 


trustee, of three per cent of the income of 
the trusts as compensation for services. 


He has never received his compensation | 
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such articles because of their origin in an- 


| merce clause of the Federal Constitution. 
| Silas Mason Co., Inc. v. Henneford, 4 U. S. 


nor has he set it aside for himself, but has | 


refused to accept anything for his services. 
The commissioner now attempts to assess 
as income of the trustee three per cent of 
the income of the trusts. Held, this item 
cannot be charged to the taxpayer as in- 
come since he never actually or construc- 
tively received it. Commissioner of Internal 
Revenue v. Mott, 85 F. (2d) 315 (1936). 


Approved in 23 Va. L. Rev., Dec., 1936, 
p. 219, 
States — Commerce — Discrimination 


against Goods from Another State.—Pur- 
suant to Wash. Laws 1935, c. 180, tit. 4, 
defendant tax commission demanded that 
plaintiffs pay an excise tax for the use 
within the state of tangible personal prop- 
erty purchased outside the state and upon 
which no sales tax had been paid. The act 
further provided that such excise tax 
should be reduced by the amount of sales 
taxes paid in the place of purchase up to 
and including the amount of the “use” tax 
of 2% imposed under the statute. Plaintiffs 
petitioned for an order perpetually re- 
straining the defendants from collecting 
such tax. Held, that since the statute at- 
tempts to levy a tax on articles purchased 
outside the state of Washington the tax 
is discriminating in its incidents against 


Law Week. 172 (1936). Discussed in 5 
Geo. Wash. L. Rev., Nov., 1936, p. 149. 
What Is Income — Deductions by 


Trustee.—Petitioner’s sole occupation was 
the administration as trustee of several 
estates, for which he received commissions 
which he turned over to a law firm in 
return for office accommodations and legal 
advice. He was forced personally to re- 
imburse a trust estate for losses resulting 
from an improper investment, and incurred 


| legal expenses in connection with the set- 


tlement. Petitioner sought to deduct these 
losses and expenses from his gross income, 
under a section of the Revenue Act pro- 
viding “in computing net income there 


| shall be allowed as deductions: (a) All the 





ordinary and necessary expenses paid or 
incurred in carrying on any trade 
or business (e) losses sustained 
. if incurred in trade or business.” 
45 Stat. 799 (1928) 26 U.S. C. $23 (1954). 
Held, that since the expenses and losses 
were incurred by the petitioner as an indi- 
vidual, the Board’s finding that they were 
not incurred in trade or business was sup- 
portable. Stuart v. Commissioner, 84 F. (2d) 
368 (1936), Cert. denied, 4 U. S. L. Week. 
146. Criticized in 50 Harv. L. Rev., Dec., 


| 1936, p. 362. 





Credits of Corporations.—A bond indenture dated in 


1935 requiring that an amount equivalent to a stated per 
cent of the taxpayer’s net earnings available for dividends 
for the preceding calendar year be paid into a sinking fund 
for the retirement of its bonds does not satisfy the require- 
ments of section 26(c)2 of the Revenue Act of 1936 and 
article 26-2 of Regulations 94, relative to the credit allow- 
able under that section in computing the surtax on un- 


of Internal Revenue 


Additions to the Tax in Cases of Nonpayment.—With- 
holding agents are liable for interest on account of the 
nonpayment on or before the due date of taxes required to 
be withheld at the source whether the liability arises under 
the Revenue Act of 1934 or prior Revenue Acts.—G. C. M. distributed profits, for the reason that such contractual 


es 

17274, XV 1-1-8462 (p. 3). provision does not expressly deal with the disposition of 

Capital Stock Tax.—The M Company, a foreign corpora- the earnings and profits of the current taxable year—I. T. 
tion, which purchases and sells securities in the United 3027, X V-50-8431 (p. 3). 
States through its American correspondent, is doing busi- 
ness in this country for capital stock the purposes within the 
meaning of section 215(b) of the National Industrial Re- 
covery Act and section 701(b) of the Revenue Act of 1934. 
—G. C. M. 17517, X V-52-8457 (p. 9). 


Corporation Credit for Dividends Paid.—A dividend 
paid by a corporation during its taxable year, which is a 
fiscal year ending in 1937, so as to be received by the 
shareholders before the close of such fiscal year meets the 
requirements of section 27(a) of the Revenue Act of 1936 
and article 27(a)-1 of Regulations 94, relating to the divi- 
dends paid credit, regardless of the taxable year of the 
stockholders.—I. T. 3030, X V-50-8434 (p. 8). 





Where a bond indenture provides that so long as any of 
the bonds of the corporation are outstanding or provision 
is not made for payment or redemption thereof no cash 
dividend may be declared or capital stock retired, the tax- 
payer does not qualify for the allowance of the credit for 
the purpose of the surtax on undistributed profits provided 
by section 26(c)1 of the Revenue Act of 1936 on account 
of contracts prohibiting the payment of dividends.—I. T. 
3028, X V-50-8432 (p. 5). 





Where an indenture executed between the M Company 
and the N Bank, as trustee, contains no language expressly 
dealing with the payment of dividends and merely pledges 
the income and other assets of the company as security 
for its debts, the statutory requirements with respect to the 
allowance of the credit provided in section 26 (c)(1) and 
(c)(2) of the Revenue Act of 1936, respectively, for the 
purpose of the surtax on undistributed profits, are not met. 
—I. T. 3029, X V-50-8433 (p. 6). 


Deductions from Gross Income.—The fee paid by the 
M Corporation to the Securities and Exchange Commis- 
sion for the registration of its securities as required by 
section 6(b) of the Securities Act of 1933 (48 Stat., 74) 
is not deductible in computing net income.—TI. T. 3026, 
X V-50-8430 (p. 2). 





The dividends paid credit allowable to a personal holding 
company for the calendar year 1936 for the purpose of the 
surtax on undistributed profits imposed by section 14 of the 
Revenue Act of 1936 is limited to the amount of dividends 
paid to, received by, and taxable to shareholders in that 
year. The dividends paid credit does not include distribu- 
tions in 1936 which were reported by the shareholders as 
income for the years 1934 and 1935 in accordance with the 
provisions of section 351(d) of the Revenue Act of 1934.— 

T. 3035, X V-52-8452 (p. 2). 


Statement of the general policy of the Bureau as to the 
allowance of dividends paid credits with respect to stock 
dividends under section 27(e) of the Revenue Act of 1936.— 
I. T. 3037, X VI-1-8461 (p. 2). 





(Continued on page 120) 
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ALABAMA 
Second Special Session of 1936 
Introductions 
Alcoholic Beverages.—H. B. No. 44 pro- 


vides for an election to determine whether 
or not the laws relating to intoxicating 
liquors shall be modified. Referred to 
Ways and Means Committee. 


Business Licenses.—S. B. No. 19 and 
H. B. No. 11 amend Schedule 146 of Sec- 
tion 348 of Article XII, Chapter 2, of an 
Act entitled “an Act to provide for the 
general revenue of the State of Alabama”, 
approved July 10, 1935. Referred to Fi- 
nance and Taxation Committee. 

S. B. No. 44 and H. B. No. 117 relate to 
licenses for farm products. Referred to 
Municipalities Committee. 

S. B. No. 45 provides for the issuance 
and dissolution of an injunction for failure 
to pall all municipal privilege, license or 
excise taxes and to provide for remedies 
for collecting same. Referred to Munici- 
palities Committee. 

S. B. 71 fixes fees for the innoculation of 
dogs for rabies. Referred to Public Health 
Committee. 

S. B. No. 73 provides for the licensing 
of dealers and owners of firearms. Re- 
ferred to Military Committee. 


Jurisdiction 


Alabama sone oe i ateaen 


PasEe ... 
Arizona 

Arkansas .... 
California ... 
Colorado 
Connecticut 
Delaware 
Delaware 7 a ) 
Florida ... 
Georgia ; 
taeme....... 
Illinois 

OE eee 
ee 
Kansas 


Maine .... 
Maryland . 
Massachusetts 


Michigan .............. 


Minnesota . 
Missouri .... 
Montana 


an. 

an. 

-ee Jan. 
. an. 


sila Jan. 12 
ec. 


Kentucky | (4th Sp. hae 


os Jan. 


roe 





NDER the above heading, report will 

be made of the introduction of and 
action taken on state tax legislation of 
importance to business interests. This 
section will be confined to pending bills 
in state legislatures, and the final report 
will be that of enactment, designated by a 
bold-faced star [%&]. This feature is made 
possible through the facilities of the 
Commerce Clearing House Legislative 
Reporting Department, which furnishes a 
twenty-four hour reporting service on all 
subjects for all states. Copies of the text 
of any bill reported may be obtained for a 
service charge of one dollar per bill. 
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S. B. No. 82 relates to the pro-rating of 
business licenses. Referred to Finance 
and Taxation Committee. 


H. B. No. 50 repeals the Milk Control 
Act. Referred to Judiciary Committee. 


H. B. No. 87 amends Section 145 of Arti- 
cle V of the General Revenue A‘ct of 1935 
relating to the privilege tax on the tele- 
phone business. Referred to Ways and 
Means Committee. 


H. B. No. 178 amends an act to exempt 
war veterans from payment of business or 
occupational licenses. Referred to Ways 
and Means Committee. 


1937 Sessions of State Legislatures 
Convened Adjourned Jurisdiction 
Nevada 
New Hampshire ........ 
Ce, ee 
New Mexico 
New York 

North Carolina 

an. — Dakota 
Tan. 


5 
ec. * " y EE (ist So.).. 
DO a ee klahoma .... si 
. July cc. cotnnwn’ 
Pennsylvania 

Rhode Island 

South Carolina .... 
South Dakota .. 
Tennessee .. eae 
INT So oreh 1g Aiier she eres 
Utah 

Vermont 

Virginia (1st Sp.)....... 
Washington 

West Virginia 

Wisconsin .. 

Wyoming 


Jan. 
an. 
an. 
an. 
an. 


an. 
an. 
an. 
an. 
an. 








TEeTAX LEGISLATION 





H. B. No. 180 amends Schedule 146, Sec- 
tion 348, Article XIII, Chapter 1 of the 
General Revenue Act of 1935 relative to 
peddlers. Referred to Ways and Means 
Committee. 

H. B. No. 181 amends Schedule 56, Sec- 
tion 348, Article XIII, Chapter 1 of the 
General Revenue Act of 1935 relating to 
the license tax on refrigerator dealers. Re- 
ferred to Ways and Means Committee. 


H. B. No. 182 amends Section 348, Arti- 
cle XIII, Chapter 1 of the General Revenue 
Act of 1935 relating to sawmill licenses. 
Referred to Ways and Means Committee. 

H. B. No. 190 amends Schedule 152, Sec- 
tion 348, Article XIII, of General Revenue 
Act of 1935 relating to warehouse license 
tax. Referred to Ways and Means Com- 
mittee. 

H. B. No. 195 amends Schedule 155.4, 
Section 348, Article XIII, of the General 
Revenue Act of 1935 relating to amuse- 
ment license tax. 


H. B. No. 203 amends Article XIII, 
Section 348, Schedule 146 of the General 
Revenue Act of 1935 relating to an itiner- 
ant vendors tax. Referred to Ways and 
Means Committee. 


H. B. No. 206 amends Schedule 100, Sec- 
tion 348, Article XIII of the General 
Revenue Act of 1935 relating to optome- 


Convened Adjourned 


an. 
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ALABAMA—Continued | Gasoline Tax.—S. B. No. 76 and H. B.| be paid into the general fund. Referred x. 
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1936 Sessions of State Legislatures—Concluded : 
Jurisdiction Convened Adjourned Jurisdiction Convened Adjourned , 
Alabama (1st Sp.) Feb. 11 Apr. 17 Minnesota (Sp.) . eee. 25S Tom. 2S 
Alabama (2nd Sp.) Nov. 23 r = Minnesota (2nd pia .- oe. Jec. 23 
Arizona (Sp.) .. Nov. 5 Nov. 25 Mississippi ‘ ~ oe 2 Mar. 26 
California (Sp.) May 25 May 26 Mississippi (Sp.) .. Sept. 14 Sept. 19 
Colorado (2nd Sp.) Mar. 23 Apr. 1 Mississippi ee Sp.) .. Nov. 23 Dec. 4 
Colorado (3rd Sp.) Nov. 17 Nov. 20 New Hampshire (Sp.) May 12 May 13 
Connecticut (Sp.) Nov. 5 Dec. 9 New Jersey : ae _ 14 June 19 
Delaware (Sp.) . Dec. 28 Jan. 5, ’37New Jersey (Sp.) : ec. 21 Dec. 22 
Idaho (3rd Sp.) July 28 aa July 31 New York aa oe May 13 
Illinois (1st Sp.) Oct. 28,°35 Mar. 6 New York (Sp.) ee. Oct. 20 V 
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Illinois (4th Sp.) May 19 June 19 Pennsylvania (Sp.) .. May 4 Aug. 6 t 
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lowa (Sp.) ooss Dee. 21 Dec. 24 Rhode Island : — 7 Apr. 30 
Kansas (Sp.) ae July 7 July 13 Rhode Island (1st Sp.) . Dee. 8 Dec. 8 
Kentucky ; a 7 Feb. 15 South Carolina 1 2S June 6 
Kentucky (Ist Sp.) .. Feb. 24 Mar. 7 South Dakota (Sp.) Dec. 21 Dec. 24 
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Maine (Sp.) .. Dec. 16 Dec. 19 Virginia ae REISS. Tan. 8 Mar. 20 
Maryland (Sp.) ee Mar. 4 Apr. 2 Virginia (Sp.) ; ec. 14 Tae. 14, °a? 
Massachusetts Ae a July 2 West Virginia (Sp.) June 15 June 20 
Michigan (Sp.) . woos Se 2 Dec. 29 


* This special session has not yet adjourned and is being continued in the 1937 chart. 
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H. B. No. 7 proposes an amendment to 
Section 212 of Article XI of the Constitu- 
tion relating to taxation. Referred to Con- 
stitution and Constitutional Amendment 
Committee. 


H. B. No. 9 levies a tax of .2 cents on 
every written instrument issued for the 
purpose of withdrawing money from any 
bank or other financial institution. Re- 
ferred to Ways and Means Committee. 


H. B. No. 22 sets up in the State Treas- 
ury a Property Tax Relief Fund and pro- 
vides for its distribution. Referred to 
Appropriations Committee. 


H. B. No. 34 relates to securities tax. 
Referred to Ways and Means Committee. 


H. B. No. 164 amends Section 269, Chap- 
ter 5, Article 8 of the General Revenue 
Act of 1935 relative to land redemption. 
Referred to Ways and Means Committee. 


H. B. No. 208 relates to real estate tax- 
ation. Referred to Local Legislation 
Committee. 


H. B. No. 259 provides for the redemption 
of real estate sold for taxes prior to Janu- 
ary 1, 1935 and bid in by the State at tax 
sale. Referred to Ways 
Committee. 


H. B. No. 265 exempts from taxation 
lands acquired by the U. S. Government 
during 1937 and 1938 where the amount 
of taxes has not been entered on the tax 
books. Referred to Ways and Means 
Committee. 


Sales Tax—H. B. No. 179 amends the 
sales tax act by adding new sections thereto. 
Referred to Ways and Means Committee. 


H. B. No. 258 repeals the gross receipts 
tax bill. Referred to Ways and Means 
Committee. 


Approvals 


%Sales Tax.—H. B. No. 30 imposes a 
license or privilege tax at the rate of 14% 
of the gross receipts upon corporations 
and persons operating one or more retail 
stores or mercantile establishments and 
upon persons, corporations and others op- 
erating places of amusement. The sale of 
gasoline and lubricating oils, cigars, ciga- 
rettes and tobacco products otherwise 
taxed are exempt. Public utilities subject 
to special privilege taxes, and coal and 
iron mining. The law expires September 
30, 1939. The first report and tax are 
due February 20, 1937. 


ARIZONA 
Special Session of 1936 


The Arizona Legislature, which con- 
vened in special session November 5, 1936, 
and adjourned November 25, 1936, passed 
the following tax law: 


Approvals 


% Luxuries Excise Tax—H. B. No. 10 
amends Chapter 78, Laws of 1935 to elimi- 
nate cosmetics, sporting goods and playing 
cards from the luxuries excise tax. 


Regular Session of 1937 


The Arizona Legislature convened in 
Regular Session on January 11, 1937. This 
session is limited to sixty days. 


PENDING STATE TAX LEGISLATION 


Introductions 


[No tax measures have been introduced 
to date.] 


ARKANSAS 





and Means | 


Initiative Measure of 1936 


There was no legislative session in 1936 
However, amendment 23 was added to the 
Constitution by adoption of such amend- 
ment as an initiative measure at the elec- 
tion November 3, 1936. 


Regular Session of 1937 


The 1937 Regular Session of the Legis- 
lature convened January 1lth with a time 
limit of 60 days for enactment of laws. The 
tax program will include a consideration of 
the proposed extension of the sales tax 
(which the Governor considers necessary) 
which expires in June in addition to other 
bills providing for the financing of public 
relief and other operations of the govern- 
ment. 


Introductions 
[No introductions to date.] 


CALIFORNIA 


Regular Session of 1937 


The California Legislature convened in 
regular session on January 4, 1937. The 
State budget for 1937-1939 shows an in- 
crease over the current budget. However, 
some of the taxing officials are of the opin- 
ion that the present tax structure should 
not be upset. It has been suggested that 
the Legislature authorize the Governor to 
reduce the sales tax rate by executive proc- 
lamation in the coming biennium at such 
|time as the revenues are sufficient to 
finance the budget. The following bills 
have been introduced. 


Introductions 


Alcoholic Beverages.—A. B. No. 128 re- 
lates to taxation of wine. Referred to 
Public Morals Committee. 

A. B. No. 220 amends the Beverage Con- 
trol Act. Referred to Public Morals 
Committee. 

A. B. No. 295 provides for quarterly li- 
censes for liquor bars and a license for each 
bar separately operated under one roof and 
eliminates the presumption that liquor in 
an establishment belongs to the proprietor. 
Referred to Public Morals Committee. 

A. B. No. 299 provides for quarterly li- 
censes for liquor bars and a license for each 
bar separately operated under one roof and 
eliminates the presumption that liquor in 
an establishment belongs to the proprietor. 
Referred to Public Morals Committee. 

A. B. No. 300 provides for quarterly li- 
censes for liquor bars and a license for each 





bar separately operated under one roof and 
|eliminates the presumption that liquor in 
| an establishment belongs to the proprietor. 
| Referred to Public Morals Committee. 

A. B. No. 301 provides for quarterly li- 
| censes for liquor bars and a license for each 
| bar separately operated under one roof and 
|eliminates the presumption that liquor in 
an establishment belongs to the proprietor. 
| Referred to Public Morals Committee. 

A. B. No. 349 allows the manufacture 
of 400 gallons of wine for home consump- 
| tion, tax free. Referred to Public Morals 
| Committee. 
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Business Licenses.—S. B. No. 43 imposes 
an annual license fee of $35 on each slot 
machine. Referred to Revision of Criminal 
Law Committee. 

A. B. No. 17 provides for licensing of 
restaurants by state at rate of $5 per year 
and prohibits restaurants from selling 
other than food, drinks and tobacco. Re- 
ferred to Public Health Committee. 

A. B. No. 235 repeals act requiring 
registration of insurance adjusters as pri- 
vate detectives. Referred to Judiciary 
General Committee. 

A. B. No. 293 requires contractors doing 
a business of $50 or more annually to have 
a stafe license. Referred to Judiciary Gen- 
eral Committee. 

A. B. No. 348 repeals the one-half cent 
per pound tax on commercial salmon. 
Referred to Fish and Game Committee. 


Corporations.—S. B. No. 30 permits in- 
voluntary dissolution proceedings against 
corporations for failure to pay dividends 
for one year. Referred to Corporations 
Committee. 

A. B. No. 173 relates to corporate securi- 
ties act. Referred to Corporations Com- 
mittee. 

A. B. No. 244 levies a one per cent tax 
on stock and bond transfers. Referred to 
Revenue and Taxation Committee. 


Gasoline Tax.—S. B. No. 13 removes the 
state fuel tax on butane. Referred to 
Motor Vehicles Committee. 

S. B. No. 14 amends the motor vehicle 
fuel license tax act as to definitions and 
phrases. Referred to Revenue and Tax- 
ation Committee. 

S. B. No. 17 requires that deliveries of 
gasoline be made at a temperature of 60 
degrees. Referred to Motor Vehicles 
Committee. 

S. B. No. 64 places a 5 cent per gallon 
tax on diesel fuel oil. Referred to Revenue 
and Taxation Committee. 

A. B. No. 223 amends the motor vehicle 
fuel license tax act. Referred to Revenue 
and Taxation Committee. 

A. B. No. 224 amends the motor vehicle 
fuel license tax act. Referred to Revenue 
and Taxation Committee. 

A. B. No. 226 amends motor vehicle fuel 
license tax act. Referred to Revenue and 
Taxation Committee. 


Inheritance Tax.—S. B. No. 37 amends 
the California inheritance tax act to con- 
form with the Federal Act on valuation 
Referred to Revenue and Taxation Com- 
mittee. 

A. B. No. 354 provides that the inherit- 
ance tax shall be assessed at the value of 
the inheritance when it is distributed. Re- 
ferred to Revenue and Taxation Committee. 


Motor Vehicles.—A. B. No. 87 requires 
the registration of certain motor vehicles 
transporting persons and property for hire. 
Referred to Motor Vehicles Committee. 

A. B. No. 95 relates to motor vehicles. 
Referred to Motor Vehicles Committee. 

A. B. No. 107 relates to motor vehicles. 
Referred to Motor Vehicles Committee. 

A. B. No. 112 refers to motor vehicles. 
Referred to Motor Vehicles Committee. 

A. B. No. 115 provides for the reinstate- 
ment of a driver’s license after a personal 
injury judgment is satisfied. Referred to 
Judiciary Codes Committee. 

A. B. No. 118 prohibits the reinstatement 
of truckers who have failed to pay their 
state license fees. Referred to Motor Ve- 
hicles Committee. 
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CALIFORNIA—Continued 
Motor Vehicles—Continued 


A. B. No. 119 prohibits the reinstatement 
of truckers who have failed to pay their 
state license fees. Referred to Motor Ve- 
hicles Committee. 

A. B. No. 120 prohibits the reinstatement 
of truckers who have failed to pay their 
state license fees. Referred to Motor Ve- 
hicles Committee. 

A. B. No. 172 relates to licenses for 
transportation. Referred to Motor Vehi- 
cles Committee. 

A. B. No. 219 provides for a tax for 
transportation of persons or property for 
hire. Referred to Motor Vehicles Com- 
mittee. 

A. B. No. 236 enacts new law in lieu of 
auto tax law of 1935 and gives state right 
to tax them at $1.75 per $100 valuation. 
Carries amendments to eliminate cars on 
dealers’ floors from tax. 

A. B. No. 312 taxes diesel trucks on the 
basis of power with the maximum tax 
being $500. Referred to Motor Vehicles 
Committee. 

A. B. No. 321 abolishes the state trucking 
gross receipts tax and substitutes a $1 to 
$10 annual fee based on weight. Referred 
to Revenue and Taxation Committee. 


Property Taxes.—S. B. No. 4 amends 
the Palo Verde Irrigation District Act, 
approved June 21, 1923, as amended, by 
amending sections 8 and 28, by amending 
and re-enacting sections 68 and 69 and re- 
pealing section 281%4H and by adding to 
said act new sections. Referred to Irriga- 
tion Committee. 

S. B. No. 47 permits the posting of 
delinquent tax notices instead of publica- 
tion in newspapers. Referred to Revenue 
and Taxation Committee. 


A. C. A. No. 2 relates to taxation of real 
estate. Referred to Committee on Con- 
stitutional Amendments. 


A. C. A. No. 4 proposes an amendment 
to article XIII, section 9 of the Constitu- 
tion relative to state and county boards of 
equalization. To Committee on Consti- 
tutional Amendments. 

A. C. A. No. 5 relates to tax exemption 
on homes for first $1,000. Referred to 
Committee on Constitutional Amendments. 

A. C. A. No. 9 relates to taxation ex- 
emptions. Referred to Committee on 
Constitutional Amendments. 

A. C. A. No. 10 allows cities and counties 
taxing powers other than those on real and 
personal property. Referred to Committee 
on Constitutional Amendments. 

A. C. A. No. 14 exempts the first $300 
of assessed valuation of householder from 
taxation. Referred to Committee on Con- 
stitutional Amendments. 

A. B. No. 11 provides for fire protection 
districts to levy assessments for cleaning 
up property. Referred to County Govern- 
ment Committee. 

A. B. No. 12 continues the present tax 
moratorium law until April 20, 1938. Re- 
ferred to Revenue and Taxation Committee. 

A. B. No. 68 requires that city and county 
assessors assess at actual value. Referred 
to Revenue and Taxation Committee. 

A. B. No. 75 eliminates requirement that 
claim be filed in order to obtain refund of 
taxes illegally collected. Referred to Rev- 
enue and Taxation Committee. 
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A. B. No. 155 relates to taxation. Re- 
ferred to Revenue and Taxation Committee. 

A. B. No. 156 relates to taxation. Re- 
ferred to Revenue and Taxation Committee. 

A. B. No. 194 authorizes county agri- 
cultural commissioners to order pest 
cleanup in orchards and assess property 
owner for costs. Referred to Agriculture 
Committee. 

A. B. No. 214 tightens law so as to pre- 
vent evasion of city and county taxes by 
boat owners. Referred to Commerce and 
Navigation Committee. 

A. B. No. 215 tightens the law so as to 
prevent evasion of city and county taxes 
by boat owners. Referred to Commerce 
and Navigation Committee. 

A. B. No. 216 tightens law so as to 
prevent evasion of city and county taxes 
by boat owners. Referred to Commerce 
and Navigation Committee. 

A. B. No. 217 tightens law so as to pre- 
vent evasion of city and county taxes by 
boat owners. Referred to Commerce and 
Navigation Committee. 

A. B. No. 243 taxes coastwise vessels 
according to their tonnage. Referred to 
Revenue and Taxation Committee. 

A. B. No. 303 relates to records of as- 
sessor being kept open. Referred to 
County Gevernment Committee. 

A. B. No. 358 relates to the maintenance 
of a public school system of education. 


Sales Tax.—A. B. No. 65 exempts res- 
taurant meals from retail sales tax. Re- 
ferred to Revenue and Taxation Committee. 

A. B. No. 79 repeals the state sales tax. 


Referred to Revenue and Taxation Com- 
mittee. 


A. B. No. 127 reduces the sales tax from | 


3 to 2% per cent. Referred to Revenue 
and Taxation Committee. 

A. B. No. 140 relates to sales tax. Re- 
ferred to Revenue and Taxation Committee. 

A. B. No. 144 relates to sales tax. Re- 
ferred to Revenue and Taxation Committee. 

A. B. No. 181 exempts drugs and restau- 
rant meals from sales tax. Referred to 
Revenue and Taxation Committee. 

A. B. No. 221 amends the sales tax act. 
Referred to Revenue and Taxation Com- 
mittee. 

A. B. No. 261 exempts from sales tax, 
ships which would be used in national 
defense. Referred to Revenue and Taxa- 
tion Committee. 

A. B. No. 262 cuts the sales tax from 3 
to 2%4 per cent. Referred to Revenue and 
Taxation Committee. 

A. B. No. 268 exempts drugs and drug 
appliances from sales tax. Referred to 
Revenue and Taxation Committee. 

A. B. No. 325 repeals the state sales tax 
law. Referred to Revenue and Taxation 
Committee. 


Severance Tax.—A. B. No. 248 places a 
severance tax on natural resources except 
gold and silver. Referred to Revenue and 
Taxation Committee. 


Use Tax.—A. B. No. 222 amends the use 
tax act. Referred to Revenue and Tax- 
ation Committee. 


COLORADO 


Special Session of 1936 


The Colorado Legislature convened in 
Special Session November 17, 1936, and 
adjourned on November 20, 1936. This 
session was not for revenue purposes. 


February, 1937 


Regular Session of 1937 


The Colorado Legislature convened in 
Regular Session on January 6, 1937. 


Introductions 


Milk.—H. B. No. 36 provides for state 
control of milk and licenses milk distrib- 
utors. 


Motor Vehicles.—S. B. No. 49 provides 
for the transfer of motor vehicle depart- 
ment from the state treasurer to the sec- 
retary of state. To State Affairs Com. 


CONNECTICUT 


First Special Session of 1936 


The Legislature convened in special 
session November 5th and adjourned sine 
die December 9th. 


Approvals 


* Special Act No. 6 extends the time for 
filing Old Age Assistance Tax lists in New 
Haven to December 3lst. 


Regular Session of 1937 


The 1937 Regular Session of the Legis- 
lature convened January 6, 1937. The tax 
program, which has for an objective the 
reduction of the state deficit accumulated 
during depression years, will include the 
consideration of measures designed to 
carry into effect recommendations of the 
commission on reorganization of the state 
government, and other bills providing for 
the financing of a public building program 
and state and local relief needs. 


Introductions 
[No introductions to date.] 


DELAWARE 


Special Session of 1936 


The Delaware Legislature convened in 
special session on December 28, 1936, and 
adjourned on January 5, 1937. This ses- 
sion was not for revenue purposes. 

Regular Session 1937 


The 1937 Regular Session convened on 
January 5, 1937. The Session is limited 
to sixty days. 


Introductions 
[No introductions to date.] 


FLORIDA 


Regular Session of 1937 


The Regular Session of the Florida 
Legislature convenes on April 6, 1937. 


GEORGIA 


Regular Session of 1937 


The Georgia Legislature is scheduled to 


convene in Regular Session on January 25, 
1937. 


IDAHO 


Regular Session of 1937 


The Idaho Legislature convened in reg- 
ular session on January 4, 1937. The 
Governor, in his message delivered to the 


a mab ef 


February, 1937 


legislature, spoke of tax measures only in 
general terms. “As far as practicable,” he 
stated, “encouragement should be given 
the expenditure of tax money in communi- 
ties where it is levied, in order to get a 
quick and continuous turn-over of funds. 
* * * The income tax is probably our 
most desirable tax except for the fact that 
it is collected only once a year; it needs to 
be used in conjunction with some form of 
transaction tax.” (The Idaho Retail Sales 
Tax was defeated when submitted to refer- 
endum November 3, 1936.) The Governor 
advocated that the valuations of big busi- 
ness holdings should be maintained, while 
valuation on small and other home-main- 
taining property should be reduced. In 
covering the social welfare of the State, 
the Governor, among other things, advo- 
cated State control of wholesale liquor 
distribution. 


Introductions 


Delinquent Taxes.—H. B. No. 6 reduces 
the interest rate from ten to six per cent 
on delinquent taxes, cancelling penalties 
exceeding two per cent and cancelling all 
interest on taxes for years 1934 to 1936 
inclusive. 


ILLINOIS 


The Second Special Session of 1936 


The Second Special Session of the IIli- 
nois Legislature, which convened on Jan- 
uary 8, 1936, adjourned on December 10, 
1936. The following additional laws were 
enacted: 


Approvals 


% Property Taxes.—H. B. No. 73 of the 
Second Special Session amends Section 102 
of the City and Villages Act to permit poor 
relief taxes to be used for payment of war- 
rants issued against them. 


H. B. No. 86 of the Second Special Ses- 
sion permits cities and villages to levy a 
3 mill poor relief tax but not to exceed the 
amount actually needed. 


H. B.. No. 85 of the Second Special 
Session adds section 3a to Article 6 of the 
township organization law to specifically 
provide for the relief tax situation in town- 
ships which are partly within and partly 
without cities or villages. 


Regular Session of 1937 


The Illinois Legislature convened in 
Regular Session on January 6, 1937. There 
is, aS yet, no indication of what tax matters 
will be considered. The three per cent tax 
on sales and utilities, having been extended 


to May 1, 1937, at the Second Special Ses- | 


sion of 1936, will not require immediate 
attention. There is no time limit on the 
session. 


Introductions 


[No tax measures have been introduced.] 


INDIANA 
Regular Session of 1937 


The Indiana Legislature convened in | 
Regular Session on January 7, 1937, and 


the Governor, in his message to the Legis- 
lature, expressed satisfaction with the 
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present revenue system and discourages 
any changes which would require the im- 
position of a sales tax or increase property 
taxes. 


Introductions 


Intangibles Taxes.—H. B. No. 36 makes 
certain technical changes in the Bank In- 
tangibles Act of 1933. Pertains to assess- 
ment of omitted property prior to the 
taking effect of the Act. Referred to Com- 
mittee on Banks. 


Licenses.—S. B. No. 2 proposes the re- 
peal of the 1935 Act which licenses used 
car dealers and vendors of used parts, etc. 


Property Taxes.—H. B. No. 17 proposes 
a homestead exemption of $3,000. Referred 
to Ways and Means Committee. 

H. B. No. 35 prohibits sale or advertise- 
ment of lands on which taxes are delinquent 
in 1937; also in 1938 of property on which 
1936 taxes are paid if delinquent taxes be- 
came due after 1932. Does not affect land 
sold for delinquent special assessments. 
Referred to Committee on County and 
Township Business. 

S. B. No. 8 extends the moratorium on 
delinquent property tax sales through 1937. 
Referred to Finance Committee. 

S. B. No. 12 repeals the emergency 
clause of the $1.50 Tax Limitation Law. 
Referred to Finance Committee. 


IOWA 


Regular Session of 1937 


The Iowa Legislature convened in Reg- 
ular Session on January 11, 1937, and this 
session may continue indefinitely. There 
is, as yet, no definite information as to 
what tax measures are under consideration 
but it must be remembered that the Sales 
Tax is scheduled to expire on April 1, 1937, 
and the Governor has recommended an in- 
definite extension of this tax at the present 
rate of two per cent. 


Introductions 


Poll Tax.—S. B. No. 2 proposes the re- 


peal of the $2 poll tax levied for old age 
pensions. 


Property Taxes.—S. B. No. 1 proposes a 
homestead exemption of $2,500. 


KANSAS 


Regular Session of 1937 


The 1937 Regular Session of the Kansas 
Legislature convened on January 12, 1937. 


Introductions 


Motor Vehicles.—S. B. No. 4 sets up a 
state driver's license law. 


Property Taxes.—S. C. R. No. 1 provides 
for an amendment to the State Constitution 
exempting homesteads from taxation. 

H. B. No. 32 authorizes tax levies where 
counties have lost funds through bank 


failures. 


KENTUCKY 


1936 Fourth Special Session 


The fourth Special Session of the Ken- 
tucky 1936 Legislature convened on De- 
cember 23, 1936. Although the Special 
Session was called primarily to enact un- 
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employment compensation measures sev- 
eral tax measures will be considered. A 
bill has been approved repealing the tax on 
soft drinks and cosmetics. The following 
bills have been introduced: 


Introductions 


Chain Store Tax Refund.—S. B. No. 20 
and H. B. No. 14 provide for the refund 
of taxes collected under the 1930 Chain 
Store Act where merchants failed to col- 
lect because of the statute of limitations. 


Cigarette Tax.—S. B. No. 8 and H. B. 
No. 8 provide for compensating wholesale 
tobacco dealers for putting tax stamps on 
cigarettes. 


Income Tax.—S. B. No. 6 and H. B. No. 
2 exempt building and loan associations 
from the income tax. 


Property Taxes.—S. B. No. 2 and H. B. 
No. 10 provide for the collection of omitted 
and delinquent taxes. 


S. B. No. 9 and H. B. No. 11 enable cities 
of the second class to levy taxes to provide 
funds for the maintenance of junior col- 
leges. To Rules Committee. 


Trade-marks.—S. B. No. 17 and H. B. 
No. 15 provide for registration of trade- 
marks with the Secretary of State. The 
registration is $5; if registration is granted 
after the 60 day waiting period a $40 addi- 
tional fee is charged. 


Approvals 


% Luxury Tax.—S. B. No. 7 and H. B. No. 
4 provide for the repeal of the law levying 
taxes on soft drinks, ice cream, candy, nuts, 
chewing gum and cosmetics. 


MAINE 


Special Session of 1936 


The Legislature of Maine convened in 
special session on December 16, 1936, and 
adjourned on December 19, 1936. This 
session was not for revenue purposes. 


Regular Session of 1937 


The 1937 Regular Session of the Maine 
Legislature convened on January 6, 1937. 

The Governor’s message to the legisla- 
ture issued on January 7, 1937, stressed 
the need of emergency tax legislation to 
meet a deficiency bill amounting to 
$2,238,000. A temporary loan to meet this 
deficiency was made on November 6, 1936 
and will become due on June 4, 1937. Im- 
mediate measures are necessary to meet 
this situation which may be in the form 
of sales taxes, luxury taxes or taxes on 
intangibles. An income tax will also prob- 
ably be passed. In any event the basis 
of the present tax system based almost 


entirely on property taxes will be broad- 
ened. 


Introductions 


Inheritance Tax.—S. B. No. 27 permits 
suits against the state for the refund of 
inheritance taxes. Referred to Judiciary 
Committee. 


Motor Vehicle Excise Tax.—S. B. No. 35 
provides that foreign corporations are to 
pay excise tax on motor vehicles operated 
in the place where they are in business. 
Referred to Legal Affairs Committee, 
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MARYLAND 


Regular Session of 1937 


The Maryland Legislature convened in 
regular session on January 6, 1937. 
Governor in his message to the legislature 
recommended (1) that the temporary taxes 


levied in 1936 for relief purposes be con- | 


tinued and (2) that a commission be au- 
thorized to make a complete study of the 
fiscal structure of the State and its subdi- 
visions in order to bring about greater 


coordination and centralized control. Ac- | 


The | 





cording to law, the regular session is lim- | 


ited to ninety days. 


MASSACHUSETTS 
Regular Session of 1937 


The 1937 Regular Session of the Massa- | 


chusetts I.egislature convened on January 


6, 1937. 


Introductions 


Alcoholic Beverages.—H. B. No. 104) 


levies an excise tax upon certain corpora- 
tions engaged in the sale of alcoholic bev- 
erages. Referred to Taxation Committee. 

H. B. No. 362 provides for the collection 
of the expense of publishing notice of ap- 


plications for liquor licenses by the licens- | 


ing authorities from the applicant. Referred 
to Legal Affairs Committee. 


Banks.—S. B. No. 106 changes the time 
during which certain deposits of savings 


banks and saving departments of trust com- | nerships, associations and trusts the bene- 


panies invested in real estate acquired by 
foreclosure shall be exempt from taxation. 
Referred to Banks and Banking Committee. 

H. B. No. 100 relates to the taxation of 
deposits in savings banks and savings de- 
partments of trust companies. Referred to 
Taxation Committee. 

H. B. No. 269 relates to the taxation of 
certain banks and trust companies. Re- 
ferred to Taxation Committee. 


Business Licenses.—H. I}. No. 19 estab- 
lishes fees for permits to possess birds and 
mammals and for dealer’s licenses. Re- 
ferred to Conservation Committee. 

H. B. No. 169 provides for the licensing 
of real estate brokers and salesmen. Re- 
ferred to State Administration Committee. 

H. B. No. 290 provides an excise tax on 
admissions to places of public amusement. 
Referred to Taxation Committee. 

H. B. No. 316 relates to the granting of 
licenses for exhibitions and circuses. Re- 
ferred to Legal Affairs Committee. 

H. B. No. 365 provides for granting of 
permits to operators of certain stores. Re- 
ferred to Taxation Committee. 

H. B. No. 394 relates to the licensing, 
holding or conducting of dog and horse 
racing meetings. Referred to Legal Af- 
fairs Committee. 

H. B. No. 451 provides for the licensing 
of wrestling matches and exhibitions. Re- 
ferred to Public Safety Committee. 


Corporation Excise Tax.—H. B. No. 96 
relates to recommendations of the Commis- 
sioner of Corporations and Taxation. Re- 
ferred to Taxation Committee. 

H. B. No. 101 relates to the taxation of 
domestic manufacturing corporations and 
foreign manufacturing corporations. Re- 
ferred to Taxation Committee. 


| certain motor vehicle fuel. 


THE TAX MAGAZINE 


H. B. No. 107 discontinues the income | 


'tax exemption as to certain dividends and 


repeals the dividend credit of corpora- 
tions. Referred to Taxation Committee. 

H. B. No. 204 changes the laws relating 
to taxation of certain classes of domestic 
and foreign corporations. Referred to 
Taxation Committee. 

H. B. No. 206 changes the laws relating 
to the taxation of banks, manufacturing 
and business corporations. Referred to 
Taxation Committee. 


Gasoline.—S. B. No. 96 further regulates 
the amount of excise tax levied on sales of 
Referred to 


| Taxation Committee. 


H. B. No. 103 relates to reports and pay- 
ments in connection with gasoline and 


| other fuel used in motor vehicles. Referred 
|to Taxation Committee. 





H. B. No. 195 provides for the distribu- 
tion of certain taxes on gasoline and petro- 


| leum products to cities and towns. Referred 


to Joint Ways and Means Committee. 

H. B. No. 249 provides for the use of 
the proceeds of the gasoline tax exclusively 
for highway purposes. Referred to Joint 


| Ways and Means Committee. 
H 


B. No. 291 limits the time during 
which there shall be collected an additional 
excise tax on sales of gasoline. Referred 
to Taxation Committee. 


Income Tax.—H. B. No. 105 relates to 
the form of application for abatement of in- 
come taxes. Referred to Taxation Com- 
mittee. 


H. B. No. 106 relates to taxation of part- 


ficial interest in which is represented by 
transferable shares and the dividends 
thereof. Referred to Taxation Committee. 

H. B. No. 202 relates to the taxation of 
earned income. Referred to Taxation Com- 
mittee. 


Motor Vehicle Excise Tax.—H. B. No. 
194 limits the charges and fees for the col- 
lection of motor vehicle excise tax. 

H. B. No. 218 makes the payment of 
a motor vehicle excise tax previously as- 
sessed a prerequisite to the registration of 
certain motor vehicles. Referred to High- 
ways & Motor Vehicles Committee. 

H. B. No. 458 relates to an excise tax on 
registered trailers in lieu of local property 
tax. Referred to Taxation Committee. 


Motor Vehicle Registration—H. B. No. 
216 provides for more effective and-more 
just enforcement of the law authorizing rev- 
ocation and suspension of motor vehicle 
licenses and registrations. Referred to 
Highways & Motor Vehicles Committee. 

H. B. No. 217 prohibits the registrar of 
motor vehicles from making regulations 
that affect persons of a certain age, sex or 
race. Referred to Highways & Motor Ve- 
hicles Committee. 

H. B. No. 288 establishes a board of motor 
vehicles, and defines its powers and duties. 
Referred to State Administration Com- 
mittee. 

H. B. No. 374 provides a uniform fee for 
the registration of certain motor vehicles 
irrespective of their horsepower. Referred 
to Highways & Motor Vehicles Committee. 


Property Taxes.—S. B. No. 116 provides 
for the preparation and publication by the 
Board of Tax Appeals of certain informa- 
tion relative to petitions for abatement of 
taxes. Referred to State Administration 
Committee. 
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H. B. No. 91 relates to recommendations 
of the Board of Tax Appeals. Referred to 
State Administration Committee. 

H. B. No. 92 relates to appeals from 
decisions of boards of assessors. Referred 
to Taxation Committee. 

H. B. No. 93 provides a method of proof 
of filing of lists of personal property or 
applications for abatement. Referred to 
Taxation Committee. 

H. B. No. 94 authorizes the commissioner 
of corporations and taxation to extend the 
time for filing applications for abatement 
under certain circumstances. Referred to 
Taxation Committee. 

H. B. No. 95 increases the membership 
of the Board of Tax Appeals. Referred 
to State Administration Committee. 

H. B. No. 108 relates to assessment of 
real estate of deceased persons. Referred 
to Taxation Committee. 

B. No. 109 relates to approval by 
the commissioner of corporations and tax- 
ation of certain forms used in assessment 
and collection of local taxes. Referred to 
Taxation Committee. 

H. B. No. 110 requires municipalities to 
assist collectors of taxes in the perform- 
ance of their duties. Referred to Taxa- 
tion Committee. 

H. B. No. 124 proposes a constitutional 
amendment fixing a maximum tax rate for 
cities and towns. Referred to Constitu- 
tional Law Committee. 

H. B. No. 171 provides for partial exemp- 
tion of certain homes and homesteads from 
local taxes. Referred to Taxation Committee. 

B. No. 194 limits the charges and 
fees for the collection of personal property 
taxes. Referred to Taxation Committee. 

H. B. No. 205 makes various amendments 
relating to assessors and assessment of 
taxes. Referred to Taxation Committee. 


H. B. No. 386 provides for an initiative 
amendment to the Constitution providing 
for a tax limitation on real estate. Referred 
to Taxation Committee. 


H. B. No. 458 relates to an excise tax 
on registered trailers in lieu of local prop- 
erty taxes. Referred to Taxation Com- 
mittee. 

H. B. No. 459 makes the estates of de- 
ceased persons liable for the amount of 
certain taxes where the decedent has been 
relieved thereof. Referred to Taxation 
Committee. 


H. B. No. 462 relates to exemption from 


payment of local taxes on tangible personal 
property. Referred to Taxation Committee. 


Sales Tax.—H. B. No. 170 provides for 
an excise tax to be paid by vendors of 
tangible personal property. Referred to 
Taxation Committee. 


Stock Transfer Tax.—H. B. No. 203 re- 
lates to the taxation of transfers of stock. 
Referred to Taxation Committee: 


Succession Tax.—H. B. No. 102 relates 
to rates in taxation of legacies and succes- 
sions. Referred to Taxation Committee. 


MICHIGAN 


Regular Session of 1937 


The Michigan Legislature convened in 
its regular session for 1937 on January 6. 
It remains in session for an indefinite term, 
until its business is concluded. The Gov- 
ernor in his message, while advocating nc 
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particular tax changes, did strongly recom- | 
mend the creation of a department of reve- | 
nue to centralize the tax of the collectior | 
of state revenues not performed by several | 
state agencies. | 
Introductions | 

Automobile Wrecking Companies.—H. B. | 
No. 3 provides for a board to control | 
through licensing, automobile wrecking | 
companies. To State Affairs Com. 


Cancellation of Penalties—H. B. No. 2 | 
provides for cancellation of all penalties on 
1933, 1934 and 1935 taxes upon payment of 
original assessment before Nov. 1, 1937. 
To Taxation Com. 


Gas and Electricity—Sales Tax.—H. B. 
No. 23 eliminates gas and electric light 
from sales tax act. To Taxation Com. 


Gasoline Stations—Chain Store Tax.— 
H. B. No. 21 eliminates gasoline stations 
from exemptions of chain store tax law. 
To Taxation Com. 


Homestead Exemption.—H. B. No. 9 
exempts homestead of 40 acres or home 
of owner for 3 years not exceeding $2500, 
valuation from taxation if owner is 65 years 
old or over. To Taxation Com. 


H. B. No. 22 exempts homestead to the 
value of $5,000 lived in for two years from 
taxation. To Taxation Com. 


Sales Tax.—H. B. No. 8 exempts prop- 
erty being used as part payment of pur- 
chase price of other property from sales 
tax. To Taxation Com. 


MINNESOTA 
Regular Session of 1937 


The Minnesota Legislature convened in | 
Regular Session on January 7, 1937, and 
such session is limited to ninety days. The 
Governor, in his message to the Legisla- 
ture, advocates certain tax revisions in- 
cluding (1) increase in money and credits 
tax, (2) increase in income tax on higher 
brackets, (3) tax on utility company fran- 
chises, (4) increased taxes on utilities, in- 
cluding railroads, telephone companies and 
express companies, (5) increases in estate, 
gift and inheritance taxes, and (6) higher 
taxes on insurance companies. The Gov- | 
ernor also specifically mentioned a new 
chain store tax law and a tax on “chain 
farming.” 

The Minnesota Tax Commission has also 
submitted certain recommendations to the 
Legislature. They include (1) revision of 
homestead exemption, (2) increases in in- | 
come tax rates, (3) increase in money and 
credits taxes, (4) increased taxes on tele- 
phone companies and railroads, (5) insti- 
tution of the county assessor system in 
place of the township assessors, (6) higher 
tax on commercial trucks and buses, (7) 
increased inheritance tax, (8) assessment 
of pipe lines by the Tax Commission, (9) 
the assessment of telegraph companies on | 
a gross receipts basis, (10) a new chain | 
store law and (11) revision of the taxation | 
of minerals. A sales tax is specifically | 
discouraged. 





Introductions 


Gasoline Tax.—H. B. No. 9 and S. B. No. 
9 require the counties to share one-half of 


| license fees on dealers. 
iis 10 cents a pound.) 


their gasoline tax receipts with the town- 
ships. Referred to the Committee on 
Motor Vehicles and Motor Tax Laws. 


License Taxes.—H. B. No. 44 and S. B. 


| No. 47 reduce the excise tax on gross re- 
|ceipts of boxing and sparring exhibitions 


from 10 per cent to 5 per cent. Referred 
to General Legislation Committee. 

S. B. No. 37 proposes to repeal the pres- 
ent law (Chap. 394, Laws 1931) providing 
for the licensing and regulating of whole- 
sale produce dealers. Referred to Com- 
mittee on Agriculture. 


Oleomargarine.—S. B. No. 3 proposes a 


| tax of 15 cents a pound on oleomargarine 


and butter substitutes and imposes heavy 
(The present tax 


mittee on Dairy Products and Livestock. 


PENDING STATE TAX LEGISLATION 


Referred to Com- | 


Property Taxes.—H. B. No. 17 gives the | 


Tax Commission the right to appeal on 
matters of abatement or reduction of as- 
sessment. Referred to Committee on Taxes 


|and Tax Laws. 


H. B. No. 30 and S. B. No. 66 require 
rural credit department to pay school taxes 
on lands it holds. Referred to Committee 


|on Appropriations. 


H. B. No. 33 and S. B. No. 68 amend the 
classified property assessment law to in- 
crease the valuation percentage on iron 
and other mining property from 50 per cent 
to 60 per cent. Referred to Committee 
on Taxes and Tax Laws. 


H. B. No. 60 requires that all taxes. be | 


paid before filing a petition relating to the 
collection of delinquent taxes. Referred 
to the Committee on Taxes and Tax Laws. 


H. B. No. 73 provides for a change in 
the valuation limits for county school tax 
levies. Referred to Committee on Towns 
and Counties. 


S. B. No. 42 provides for assessment in 
odd-numbered years of property coming 
within the homestead classification. 
present law requires assessments of rea! 
property in the even-numbered years and 
the above provision would permit recogni- 
tion of homestead changes in the inter- 
mediate years.) Referred to Committee on 
Taxes and Tax Laws. 


S. B. No. 61 provides for the repeal of 


| the “bargain tax settlement law.” 


MISSISSIPPI 
First Special Session of 1936 


The First Special Session of the Mis- 
sissippi Legislature convened on Septem- 
ber 14, 1936 and adjourned September 19, 
1936. The following tax law was approved: 


Approvals 


*S. B. No. 1 authorizes municipalities to 
acquire lands for the purpose of encourag- 
ing industrial enterprises and granting 
exemptions from ad valorem taxation to 
such enterprises. 


Second Special Session of 1936 


The Second Special Session of the Mis- 
sissippi Legislature convened on Novem- 
ber 23, 1936. The following bills became 


law. 


(The | 


|it to the problem of taxation. 
|a change in the tax classification laws to 





101 


Approvals 


% Gasoline (Motor Fuel) Tax—H. B. 
No. 14 exempts municipalities to the extent of 
34 cent per gallon from the payment of 
the tax on oil purchased outside the State. 

%*H. B. No. 17 amends the gasoline tax 
law to exclude crude oil and bunker oil 
from the definition of oil. 


* Property Taxes.—S. B. No. 5 author- 
izes the Board of Supervisors to increase the 
county-wide tax for school purposes. 


*S. B. No. 16 relates to the collection of 


| delinquent taxes in Yazoo Delta Levee 


District. 


*H. B. No. 19 amends Sec. 3109, Miss. 
Code so as to include sugar refineries and 
rubber plants in property tax exemptions. 


MISSOURI 


Regular Session of 1937 


The Missouri Legislature convened in 
its regular Session for 1937 on January 6. 
The Governor in his message specifically 
recommended numerous tax changes. 
Chiefly he recommended an increase in the 
gasoline tax; extension of the sales tax 
which expires December 31, 1937 and its 
increase to 2%; and a reorganization of 
the various state bureaus now collecting 
taxes into a central body to be known as 
State Revenue Department. 


MONTANA 


Regular Session of 1937 


The 1937 Regular Session of the Montana 
Legislature convened on January 4, 1937. 
The governor in his message issued on 
January 4, 1937, devoted quite a portion of 
He urged 


the end that property having an earning 
capacity should be classified and taxed at 
greater rates than non-income producing 
property. The basis of classification of 
solvent securities should be raised and that 
for farms and homes reduced. He also sug- 


| gested an increase in the corporation license 


tax, an increase in the hydro-electric gross 
proceeds tax, an increase on income and 
inheritance taxes in the higher brackets 
and a tax on cigars and cigarettes to the 
end that the state levy on real estate be 


| eliminated. 


Introductions 


Business Licenses.——H. B. No. 2 pro- 
vides for a license tax on the sheep shear- 
ing industry. 


Cigarette Tax.—H. B. No. 25 imposes a 
tax on cigarettes. To Revenue and Taxa- 
tion Committee. 


Property Taxes.—S. B. No. 1 permits 
real property to be redeemed from tax sale 
by payment of the original tax before De- 
cember 1, 1938. 


S. B. No. 2 provides for the reclassifica- 
tion of property for taxation. 

H. B. No. 1 provides for a constitutional 
amendment exempting homes of $2,500 or 
less from taxation. 

H. B. No. 8 provides for payment of 
delinquent taxes with no penalty or interest. 

H. B. No. 9 relates to the assessment 
and sale of real estate for delinquent taxes. 
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NEBRASKA 


1937 Regular Session 


The Nebraska unicameral legislature 
convened in regular session on January 5, 
1937. The legislature now consists of a 
single body of forty-three legislators in 
place of the bicameral legislative system, 
which consisted of a senate and house of 
representatives. Nebraska is the only 
state having this system and its method 
of procedure will receive the close atten- 
tion of other States. The Governor inti- 
mated in his message to the legislature 
that he was not in favor of a sales tax nor 
an income tax. It is likely that the one 
cent additional gasoline tax will be reen- 
acted. The passage of an engineers’ and 
architects’ licensing law is recommended 
by the Governor. 


Introductions 


Bill No. 1 provides for the payment of 
delinquent taxes without any interest, pen- 
alties, costs, or other charges. 


NEVADA 
Regular Session of 1937 


The 1937 Regular Session of the Legis- | 
lature convened January 18th with a time | 


limit of 60 days for enactment of laws. 
The tax program is expected to include 
the usual measures providing for current 
revenue needs of the government. New 
taxes are a possibility. 


Introductions 
[No introductions to date.] 


NEW HAMPSHIRE 


Regular Session of 1937 


The New Hampshire legislature con- 
vened in its regular session for 1937 on 
January 6. The Governor in his message 


referred to the general tax program of the | 


State and promised a special message re- 
lating to tax problems. 
Governor has requested the State Tax 


Commission to develop a complete tax | 
program to be recommended to the legis- | 


lature for consideration. 


Introductions 


Motor Vehicles.—S. B. No. 10 provides | 
for the extended use of motor vehicle | 


number plates. To Judiciary Com. 


NEW JERSEY 


Special Session of 1936 


A Special Session of the New Jersey 
Legislature convened on December 21, 
1936, and adjourned on December 22, 1936. 
This session was not for revenue purposes. 


Regular Session of 1937 


The 1937 Regular Session of the New| 


Jersey Legislature convened on January 12, 
1937. The Governor, 


tion franchise tax are also suggested. 


Pending it, the | 


in his message to 
the Legislature, suggests a modernization | 
of the revenue system and a broader tax | 
base to alleviate the burden on real estate. 
Revision of the system of taxing railroads 
and amendments to the foreign corpora- 


THE TAX MAGAZINE 


Introductions 


Property Taxes.—S. B. No. 8 fixes the 
| delinquent tax rate at 4% for the first year 
and 6% thereafter. Referred to Taxation 
Committee. 


NEW MEXICO 


Regular Session of 1937 


The 1937 Regular Session of the New 
Mexico Legislature convened on January 
12, 1937. The Governor’s message to the 
| Legislature does not dwell at length on 
revenue measures but suggests amendments 
to the “Port of Entry” law and the gaso- 
line tax law and legislation to aid delin- 
quent property taxpayers. 


NEW YORK 
Special Session of 1936 


Special Session on October 20, 1936, and 
adjourned on the same day. No tax meas- 
|ures were considered. 
| Regular Session of 1937 

The New York Legislature convened in 
Regular Session on January 6, 1937. 


Introductions 


Agricultural Machinery.—S. B. No. 73 
exempts truck sprayers, tractors, trailers 
or other trailing farm implements, used ex- 
|clusively in agricultural pursuits, from 
| registration fee. To Motor Transportation 
om. 


| 

| House Trailers.—S. R. No. 5 invites in- 
| terested persons to communicate views on 
|regulation of house trailers to Senate. 
| Adopted by Senate. 





| provides that prosecution for income tax 
| offenses may be had in any county where 
offender resides, has his place of business 
or from which income was received, or 
crime committed, or in Albany county. To 
| Taxation Com. 


Motor Vehicles—Registration Fee.—S. B. 
No. 70 provides for a flat registration fee | 
| of $3 for motor vehicles. To Motor Trans- 
| portation Com. 

S. B. No. 89 imposes a flat fee of $3 for 
| registration of motor vehicle and $10 for 
'each electrically propelled vehicle. To 
| Motor Transportation Com. 


New York City—Interest Rate on Un- 
| paid Taxes.—S. B. No. 71 amends N. Y. C. 
| Charter by reducing interest rate from 10% 
| to 7% on unpaid taxes due on or after 
| January 1, 1937. To New York City Com. 


| New York City—Reserve Fund.—S. B. 
No. 98 fixes the reserve fund relative to 
‘anticipation of taxes at $12,000,000. To 
| New York City Com. 


Records.—S. B. No. 121 authorizes the 
| tax commission to permit inspection of 
|its records for use in criminal proceedings. 
| To Taxation Com. 


Trailers——S. B. No. 148 requires license 
application for trailers to show manufac- 
turer's number and number plates issued 
not to be transferable. To Motor Trans- 
portation Com. 





The New York Legislature convened in | 


Income Tax—Prosecutions.—S. B. No. 8 | 
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Used Motor Vehicles.—S. B. No. 63 pro- 
vides for inspection of vehicles before 
registration and licensing service stations 
and garages as official testing stations. 
Inspection fee to be $1 for first and 50¢ 
for each subsequent. To Motor Trans- 
portation Com. 


NORTH CAROLINA 
Regular Session of 1937 


One of the tasks confronting the 1937 
Regular Session, which convened on Jan- 
uary 6, 1937, is the enactment of a General 
Revenue Act. The North Carolina Reve- 
nue Act is re-enacted biennially. The re- 
cent Constitutional amendments authorize 
the classification of property for purposes 
of taxation and raise the income tax limit 
from six to ten per cent. 

In his message to the Legislature the 
Governor called attention to these amend- 


| ments and stated that they should enable 


the Legislature to develop a more equi- 
table tax system. The retention of the 
sales tax is recommended by the Gov- 
ernor. The following bills have been 
introduced. 


Introductions 


General Revenue Law.—S. B. No. 16 and 
= B. No. 35 provide for a general revenue 
aw. 


Motor Vehicle Registration.—S. B. No. 
17 relates to revocation and suspension of 
license to operate motor vehicles. To Ju- 
diciary Committee. 

H. B. No. 25 reduces the license fees for 
private passenger vehicles. To Roads 
Committee. 


Property Taxes.—H. B. No. 33 postpones 
the foreclosure of tax sales certificates in 
Macon County. 


Sales Tax.—S. B. No. 22 removes sales 
tax on necessities of life; exemptions in- 
clude bread, flour, wheat, lard, milk, mo- 
lasses, salt, sugar, coffee and clothing. To 
Finance Committee. 

S. B. No. 30 exempts certain necessities 
from the sales tax. To Finance Committee. 


Tobacco.—H. B. No. 20 provides for the 
supervision and regulation of the produc- 
| tion, sale, marketing and distribution of 
| tobacco. 


NORTH DAKOTA 
Regular Session of 1937 


The North Dakota Legislature convened 
in regular session January 5, 1937. The 
Governor in his message to the legislature 
recommended the following tax measures: 
(1) passage of the 1933 income tax laws; 
(2) the use of sales tax tokens or coupons; 
(3) a tonnage tax on lignite mined for 
sale and not for personal use; (4) a tax 
on airplane franchises; (5) exemption from 
taxation of occupied homes; (6) change 
in taxes on farm and ranch lands to equal- 
ize tax burdens; (7) settlement of delin- 
quent taxes at a discount; (8) installment 
payment of delinquent taxes; (9) amend- 
ment of drivers’ license law to provide for 
a substantial fee; (10) liquor purchasers’ 
licenses; (11) revision of the liquor laws; 
(12) lowering of car license fees; (13) as- 
sessment of cars as personal property; 
(14) increase of trucking fees other than 
for farmers and (15) elimination of com- 
mercial trucking fees for construction 
work. The Governor also disapproved any 
increase in the gasoline tax. 
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Introductions 


Tax Exemption.—H. B. No. 7 provides | 


for the exemption from the tax valuation 
of property, of the amount of mortgage 
indebtedness. 


OHIO 


Special Session of 1936 


The Ohio Legislature, which convened 
in special session September 18, 1935, and 


adjourned December 28, 1936, passed the | 


following additional tax laws: 


Approvals 


% Admissions Tax.—H. B. No. 699 amends | 


Secs. 5544-2, 5544-5 and 5544-17, G. C., and 
repeals Secs. 5544-4 and 5544-18, G. C., and 


makes permanent the admissions tax. 


% Cigarette Tax—H. B. No. 695 amends 
Secs. 5894-2, 5894-2a and 5894-2b, G. C., to 
extend the operation and effect of the 
excise tax on the sale of cigarettes to 


March 31, 1939. 
% Delinquent Taxes—S. B. No. 


and adds Secs. 5695-2, 5695-3 and 5695-4, 


G. C., relative to the collection and distri- | 


bution of delinquent real and personal 
property taxes. 
*S. B. No. 474 provides for the collection 


of delinquent real estate taxes and assess- 
ments, personal 


installments, and for a discount for prompt 
payment of such taxes. 


¥*H. B. No. 696 repeals Secs. 5695-2, 5695-3 
and 5695-4, G. C., relative to the distribution 
of revenues derived from delinquent tax 
payments. 


%Grain Handling Tax.—S. B. No. 470 
amends Secs. 5545-21 and 5545-22, G. C., to 
exempt “track buyers” from the payment 
of the tax levied on the handling of grain 


% Liquid Fuel Tax.—H. B. No. 697 amends 
Secs. 5542-2, 5542-18, 5542-18b and 5542-18c, 
eS <Q 


of the liquid fuels tax to March 31, 


% Patent and Copyright 
S. B. No. 385 amends Sec. 5389, G. C., to de- 
lete the definition of “ 
add a provision as to the basis for assess- 
ment of personal property used in business 


and to provide specifically the basis for | 
assessment of patent and copyright royal- | 


ties. 


*Sales Tax.—H. B. No. 694 makes per- 
manent the excise tax on retail sales, re- 
peals the cosmetics tax and the bottled 
beverage license tax, and amends Secs. 
5546-1, 5546-2, 5546-3, 5546-6, 5546-8, 5546-9, 
5546-9a, 5546-10, 5546-12, 5546-14, 5546-16, 
5546-17, 5546-18, 5546-20, 5546-22, G. C., and 


enacts supplemental sections to be known | 


PENDING 


466 | 
amends Secs. 5694, 5704 and 5718, G. C.,| 


property and classified | 
property taxes for years prior to 1936 by | 


to extend the operation and effect | 
1939. | 


Royalties.— | 


true value in money,” to | 


STATE 


| Regular Session of 1937 


The 92nd General Assembly_ of Ohio | 
| conv ened in regular session on January 4, 
| 1937. The Governor, in his message to the 
| assembly, said that he hoped to avoid new 
| State taxes. After citing figures showing 
| that the greater part of the revenues col- 
lected by the State were furnished to local 
| governments, the Governor put this prob- 
| lem before the Assembly: Should the State 


|make of itself a still greater collection | 


| agency for the benefit of local government? 
| The answer to this problem, according to 
|the Governor, is a larger contribution by 


‘the local governments for their own needs | 
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Approvals 


*% Property Taxes——S. B. No. 8 waives 


| penalties, interest and costs on delinquent 





taxes for 1935 and prior years and provides 
that such taxes shall again become delin- 
quent if not paid before July 1, 1937. 

%*H. B. No. 3 defines homesteads for tax 
exemption purposes and exempts home- 
steads to the extent of $1,000 from property 
taxes. 


Regular Session of 1937 
The 1937 Regular Session of the Okla- 


| homa Legislature convened on January 5, 


and a somewhat smaller contribution by | 


the State. He concluded “If this general 
formula is followed, and if we can put into 


have a reasonable amount of money with 
which to take care of urgent State require- 


ments, and, at the same time, avoid new | 


taxes levied by the State.” The Governor 

| expressed the hope that all necessary legis- 
lation may be completed within three or 
| four months. 


Introductions 


Delinquent Taxes.—S. B. No. 5 makes 
the Whittemore-Zoul tax act (the delin- 
quent tax act) an emergency. 


|for exemption of homes up to and in- 
cluding $3,500 in assessed valuation from 
taxation. 


Intangibles Tax Law.—H. B. No. 
| stores uniform tax rules and repeals intan- 
gibles tax law. Referred 
| Committee. 


Ohio Tax Commission.—H. B. No. 31 
reorganizes the Ohio Tax Commission, 
reducing membership from four to three, 
and provides for a tax administrator 
| (emergency). 


Property Taxes.—H. B. No. 21 amends 





tO}; employment and 
effect a more measured economy, we will | 


1937... 

The Governor’s message, issued on Janu- 
ary 5, 1937, stressed the problem of un- 
the need of a _ public 
works program to overcome the same. He 
also stressed the need of stringent con- 


|servation laws governing petroleum and 


natural gas. The problem of taxation is 
not so important in this state as the budget 
has been balanced since 1935 and the only 


| measures needing additional revenue are 


Exemptions.—H. J. R. No. 4 provides | 


old age assistance and care of dependent 
children. The appropriation for revenue 
for that purpose only runs to June, 1937 
and the Governor urges the enactment of 
a 1% sales tax law for that purpose. 


Introductions 


Chain Stores.—H. B. No. 2 provides for 
graduated fees for chain stores running 


| up to $1,000 for each outlet over forty. 


13 re- | 


Gasoline.—S. B. No. 13 relates to the 


|manner of exempting gasoline used in 


to Taxation | 


tractors from taxation. 
B. No. 8 provides for the allocation 
of ¥% cent of the tax placed on each gallon 


| of gasoline to cities and towns for street 


|S. B. No. 474, approved Dec. 30, 1936, re- | 


/and classified property taxes for years prior 
ito 1936. Referred to Taxation Committee. 
H. B. No. 25 amends S. B. No. 474, ap 


of delinquent real estate taxes and assess- 


| property taxes for years prior to 1936. Re- 
ferred to Taxation Committee. 


Sales Tax.—S. B. No. 9 provides for sales 
tax exemption in retail sale of motor ve- 
hicles, where one motor vehicle is accepted 
as part payment of purchase price of the 


difference between the purchase price and 
the trade-in value. 





Approvals 


as Secs. 5546-9b, 5546-9c, 5546-12a, 5546-12b | 


and 5546-13b, G. C. 


*% Use Tax.—H. B. No. 698 extends in- 
definitely the excise tax on the storage, 
use or other consumption 
tangible personal property, amends Secs. 
5546-25, 5546-26, 5546-28, 5546-31 and 
5546-32, G. C. and repeals Sec. 5546-41. 


in Ohio of | 


% Liquor Taxes.—H. 1}. No. 1 appro- 
priates liquor monopoly taxes and _ profits 
for old age pensions. 

OKLAHOMA 


Special Session of 1936 


The First Special Session of the Legis- 
lature which convened on November 24. 
1936, adjourned sine die on January 5, 1937. 
The following is a complete record of the 
'tax legislation enacted at the session. 


lative to collection of delinquent real estate | ways. 


taxes and assessments and personal property | 


ments and personal property and classified | 


proved Dec. 30, 1936, relative to collection | 


repair and maintenance. 

H. B. No. 22 and H. B. No. 28 provide 
for general amendments to the law allocat- 
ing gasoline tax funds. 

H. B. No. 78 exempts from taxation 
gasoline which is not used on public high- 


Luxuries Tax.—H. B. No. 14 levies an 
excise tax on luxuries. 


Motor Vehicle Registration.—H. B. No. 
7 and H. B. No. 26 provide for the licensing 


| of drivers and operators of motor vehicles. 


H. B. No. 73 relates to the registration 


| of motor vehicles. 


other, the tax shall be paid only on the} 


Property Taxes.—H. B. No. 21 provides 
for continuing restrictions on land sold for 
taxes. 

H. B. No. 35 relates to the taxable situs 
of notes, accounts, contracts of promise to 
pay and other choses in action. 

H. B. No. 40 authorizes district courts 


| to equalize assessments. 


H. B. No. 44 authorizes county commis- 


| sioners to equalize assessments. 


OREGON 


Regular Session of 1937 


The Oregon Legislature convened in 
| Regular Session on January 11, 1937. The 
| Governor, in his message to the Legisla- 
| ture does not advocate any new taxes but 
states that the tax load should not be in- 
creased at this ime. 


Introductions 
[There are no tax introductions to date.] 
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PENNSYLVANIA 
Special Session of 1936 


The Pennsylvania Legislature convened 
in Special Session on December 1, 1936, 
and adjourned on December 5, 1936. This 
session was not for revenue purposes. 


Regular Session of 1937 


The Pennsylvania Legislature convened 
in Regular Session on January 5, 1937, and 
is subject to no time limit. The Governor’s 
message to the Legislature did not con- 
sider the details of the revenue needs but 
recognized the necessity for constitutional 
changes and advocated a graduated inherit- 
ance tax. 


Introductions 


Chain Store Tax.—H. B. No. 74 levies a 
chain store tax on the annual license fee 
basis. Rates are as follows: First store, 
$2; 2 to 5 stores, $10; 6 to 10 stores, $20; 
11 to 15 stores, $40; 16 to 20 stores, $60; 
21 to 30 stores, $100; 31 to 50 stores, $200; 
51 to 75 stores, $400; 75 to 100 stores, $500; 
101 to 200 stores, $700; 201 to 500 stores, 
$900; and excess $1,000. The above fees 
are on each store. 


Constitutional Amendment.—H. B. No. 
1 proposes an amendment to section 1 of 
Article 9 of the Constitution. 


Fiscal Code.—H. B. No. 92 proposes to 
amend the Fiscal Code to permit the Sec- 
retary of Revenue to appoint mercantile 
and inheritance tax appraisers; also pro- 
vides for self-assessment of taxes. 


Fuel Oil Tax.—H. B. No. 79 imposes a 
tax of one-half cent a gallon on fuel oil 
except bunker oil for ships. Distributors 
must obtain permit and file a bond. 

H. B. No. 121 proposes a tax of 3 cents 
on fuel oil, levied on the distributor. Dis- 
tributors must secure permits. 


Gasoline Tax.—H. B. No. 93 prohibits 
the posting of gasoline taxes separately 
and requires that the tax be included in 
the total price. 

H. B. No. 98 amends the gasoline tax 
law to permit refund of the taxes except 
where the fuel is used for motorboats, air- 
planes or on the highways of the State. 

H. B. No. 122 provides for refunds of 
gasoline taxes when the fuel is on a farm 
or in agricultural pursuits. 


Income Tax.—H. B. No. 59 proposes a 
personal net income tax on resident indi- 
viduals and fiduciaries and on income of 
non-residents accruing from sources within 
the State. 


Inheritance Tax.—H. B. No. 25 provides 
for a deduction of $2000 in calculation of 
the inheritance tax. 


License Taxes.—H. B. No. 24 imposes a 
tax on the keepers of pin games, 
score games and other such devices. 


Motor Vehicles.—H. B. No. 39 proposes 
: reduction in motor vehicle registration 
ees. 

H. B. No. 54 reduces the registration fee 
for trucks of 2,000 pounds to 3,000 pounds 
from $26 to $16.50. 

H. B. No. 69 changes the registration 
year for motor vehicles to a March first to 
February 28th basis. 


Oleomargarine.—H. B. No. 100 proposes 
a tax of 5 cents a pound on oleomargarine 













high- | 


THE TAX MAGAZINE 


and requires wholesalers and retailers to | 
| secure licenses. 
| of revenue stamps affixed to the package. 


| Property Taxes.—H. B. No. 37 author- 
lizes and extends the adjournment of 
| county treasurers’ sales of seated and un- 
| seated land for non-payment of taxes in 
| 1937 and 1938. 

H. B. No. 46 proposes to abate all penal- 
ties on delinquent taxes and offers a five 


current taxes. 


real estate of public service companies ex- 
cept railroad lines and rights-of-way and 


oil, gas and electric power. 

H. B. No. 78 proposes to abate all delin- 
quent tax penalties up to 1934 and provides 
for a five year installment plan. 

S. B. No. 2 abates penalties on delinquent 
taxes for 1935 and 1936. Referred to Com- 
mittee on State Government. 


S. B. No. 3 limits school tax to 8 mills 
except by permission of court to cover pay- 
ment of indebtedness. Referred to Com- 
mittee on Education. 


S. B. No. 16 appropriates 50 million dol- 
lars for use of school districts to reduce 
school taxes. Referred to Committee on 
Appropriations. 

S. B. No. 42 amends the school code to 
provide for exoneration from payment of 
per capita taxes in certain cases. 


S. B. No. 48 authorizes adjournment of 
county treasurers’ sales of seated and un- 
seated lands, 


RHODE ISLAND 


Special Session of 1936 


The Legislature convened in Special Ses- 
sion December 8th and adjourned sine die 
on the same day. Tax legislation was 
limited to subjects appearing on the Gov- 
ernor’s call. 


Introductions 
H. B. No. 522 proposes an amendment to 


to the extent of $3,000 the homestead of 
every head of a family. 

Chap. 2463 amends Sec. 3, Chap. 254, 
Gen. Laws, by imposing a jitney certificate 
of convenience fee of $10. 


Regular Session of 1937 


The 1937 Regular Session of the Legisla- 
ture convened January 5th. The tax pro- 
gram has for its basic objective the 
complete revision of the state and local tax 
systems. It will include the consideration 
of measures proposing an income tax upon 
corporations and individuals, the increase 
of the rate of tax on intangibles, revision 


tax on small loan businesses, and other 
measures designed to provide for emergency 
| relief needs, 





Introductions 


| Miscellaneous Licenses.—H. B. No. 520) 
| relates to the examining and licensing of | 


hoisting engineers. Held on Speaker’s desk. 

H. B. No. 521 provides for the registra- | 
tion and licensing of motor vehicle and 
— mechanics. Held on Speaker’s 
adesk. 


Tax to be paid by means | 


year plan of payment; requires payment of | 


H. B. No. 64 provides for the taxation of | 


pipe lines used for transmission of water, | 


of the taxes on public utilities, and a license | 
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SOUTH CAROLINA 


| Regular Session of 1937 


| The 1937 Regular Session of the Legis- 
| lature convened January 12th, with a time 
limit of 40 days for enactment of laws. 
It is expected that the tax program will 
include the consideration of measures de- 
signed to finance public relief and the 
operation of the state and local govern- 
ments generally. 





Introductions 
[No introductions to date.] 


SOUTH DAKOTA 


Special Session of 1936 


The South Dakota Legislature convened 
in Special Session on December 21, 1936, 
and adjourned on December 24, 1936. This 
session was not for revenue purposes. 


Regular Session, 1937 


The 1937 Regular Session of the South 
| Dakota Legislature convened on January 
5, 1937. The Governor recommended that 
no further tax be placed on real estate and 
that the present sales tax law be retained. 
It is probable that the sales tax law will 
be amended so as to provide for a simpler 
and more effective means of collecting the 
tax. Bills introduced include: 


Introductions 


Business Licenses.—S. B. No. 10 reduces 
peddlers license fees. Referred to State 
Affairs Committee. 


Property Taxes.—S. B. No. 1 provides 
for a ten year contract with reference to 
delinquent taxes. To Taxation Committee. 

H. J. R. No. 1 proposes an amendment 
to the constitution which would authorize 
legislation to classify lands for taxation 
purposes. Referred to Committee on Tax- 
ation. 

H. J. R. No. 2 proposes an amendment to 
Sec. 6 of the Constitution relating to tax 
|exemptions. To Taxation Committee. 





the constitution exempting from taxation | 


TENNESSEE 


Regular Session of 1937 


The Tennessee Legislature convened in 
Regular Session on January 4, 1937. The 
Session is limited to 75 days. Among tax 
measures likely to be considered is a sales 
tax. Several attempts have been made in 
the past to enact a Sales Tax Law in Ten- 
nessee but failed to receive sufficient sup- 
| port. 


Introductions 


Cigarette Tax.—H. B. No. 191 provides 
for the reduction of the tax on cigarettes. 


Litigation Tax—H. B. No. 92 provides 
for a litigation tax in the J. P. courts. 


Motor Vehicle Registration.—S. B. No. 
| 65 provides for the reduction of motorcycle 
| and passenger auto license fees. 
| H. B. No. 72 provides for a $3 automo- 
bile license tax. 


| 
3 Municipal Levy.—H. B. No. 163 author- 





izes svaemcipalities to levy tax for advertis- 
| ing. 


| Property Taxes.—S. B. No. 1 and H. B. 
| No. 13 relieve delinquent property of pen- 
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February, 1937 


alties, interest, etc., on all property taxes 
up to and including 1935. 
S. B. No. 64 extends the time for paying 
State and County taxes for 1936 and 1937. 
H. B. No. 69 provides that the tax as- 
sessors shall number tracts of land for as- 
sessment. 


TEXAS 


Special Session of 1936 


The Third Special Session of the Texas 
Legislature which convened on September 
28, 1936, adjourned sine die on October 27, 
1936. The following is a complete record of 
the tax legislation enacted at the Session: 


Approvals 


% Admissions Tax.—H. B. No. 8 provides 
for an admissions tax of one cent on each 
ten cent admission where the admission 
charged is in excess of 51 cents per person, 
effective October 31, 1936; provides for a 
tax of one cent on each ten cents paid as 
admission to horse races, dog races, motor- 
cycle races, auto races, etc., effective Decem- 
ber 1, 1936; provides that all revenues go 
one-fourth to Available School Fund and 
three-fourths to the Old Age Assistance 
Fund. 


*% Alcoholic Beverages Tax.—H. B. No. 8 
amends Art. 2, Sec. 5, Ch. 467, Laws 1935, 
Second Special Session, so as to provid 
that beer license fees shall be credited to 
the Old Age Assistance Fund, effective 
October 31, 1936; amends Art. 1, Sec. 21, 
Ch. 467, Laws 1935, Second Special Session 
by increasing the tax. on liquor from 80 
cents to 96 cents per barrel, increasing the 
tax on wine not over 14% alcoholic con- 
tent from 2 cents to 10 cents per gallon, 
increasing the tax on wine over 14% and 
not over 24% alcoholic content from 5 
cents to 20 cents per gallon, providing for 
inventories and making provisions for 
stamps in denominations to cover the ad- 
ditional tax, effective November 30, 1936; 
amends Art. 1, Sec. 43, Ch. 467, Laws 1935, 
Second Special Session, to increase penal- 
ties, effective November 30, 1936; amends 
Sec. 46, Ch. 467, Laws 1935, Second Special 
Session, so as to provide that receipts from 
the sale of stamps be credited one-fourth 
to the Available School Fund and three- 
fourths to the Old Age Assistance Fund 
and that receipts from the sale of permits 
under Article 1 shall go in their entirety 
to the Old Age Assistance Fund, effective 
October 31, 1936. 


% Carbon Black.—H. B. No. 8 adds subs. 
45 to Art. 7047, Rev. Stats., providing for 
the taxation of carbon black at the rate of 
1/12 of 1 cent per pound when the market 
value is 4 cents per pound or less and 3% 
of market value when the market value is 
ae per pound, effective October 


% Cigarette Tax—H. B. No. 8 amends 
Sec. 3, Ch. 244, Laws of 1935, and adds 
Sec. 8A thereto providing that the net rev- 
enue derived from the Act shall be credited 
one-third to the Available School Fund and 
two-thirds to the Old Age Assistance 
Fund, effective October 31, 1936 and pro- 
viding for a solicitor’s permit to sell cig- 
— with a fee of $1, effective January 
, 1937. 


%Coin Vending Machines.—H. B. No. 8 
repeals Ch. 116, Laws 1933, First Special 
Session, and enacts an entire new law li- 
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* Theatres, Amusements, etc.—H. B. No. 


fees ranging from $2.50 to $60, effective | 8 levies a tax of 20% of the amount of any 


October 31, 1936. 


*% Gas, Electric Light, Electric Power 


and Water Companies.—H. B. No. 8, Laws 
1936, Third Special Session, amends Art. 
7060, Rev. Stats., so as to increase the 
gross receipts taxes to 7/10 of 1% in cities 
and towns of between 2,500 and 10,000 
population and to increase the rate of 1%% 
in cities and towns of 10,000 population or 
more, effective October 31, 1936. 

% Horse Racing.—H. B. No. 8 amends 
subs. 5, Sec. 1, Ch. 10, Laws 1933, First 
Special Session, by adding provisions for 
taxes on pari-mutuel wagering and pro- 
viding that such additional tax shall be 
allocated one-fourth to the Available 
School Fund and three-fourths to the Old 
Age Assistance Fund, effective December 
1, 1936 

%Insurance Companies—H. B. No. 8 
amends Secs. 4769, 4858, 7064, Rev. Stats., 
and adds Art. 7064a to the Statutes, so as 
to increase taxes on insurance companies 
and to provide for taxation of fraternal 
benefit companies doing insurance busi- 
ness, effective October 31, 1936. 


% Natural Gas Companies.—H. B. No. 8 
amends Art. 7047b, Rev. Stats., so as to 
increase the tax to 3% of the market value, 
effective October 31, 1936. 


% Oil Production Tax—H. B. No. 8 
amends Sec. 2, Ch. 162, Laws 1933, so as 
to increase the rate of tax on oil pro- 
duced to 23% cents per barrel when market 
value is less than $1 and 234% of the 
market value when the market value is $1 
or more, effective October 31, 1936. 


% Ores—H. B. No. 8 enacts new pro- 
visions taxing the production of ores at 5 
cents per ton; marble at 10 cents per ton 
and cinnabar ore at 10 cents per ton, effec- 
tive October 31, 1936. 


% Promissory Notes.—H. B. No. 8 pro- 
vides for a stamp tax of 10 cents for each 
$100 in excess of $200 on all promissory 
notes secured by chattel mortgages effec- 
tive October 31, 1936. 


*% Property Taxes.—S. B. No. 3 validates, 


ratifies, approves, confirms and declares 
enforceable all levies and assessments of 
ad valorem taxes made by independent 
school districts which are voidable and 
unenforceable because of technicalities, ef- 
fective October 31, 1936. 


*%Sulphur Production Tax—H. B. No. 
8 amends subs. 40A, Art. 7047, Rev. Stats., 
so as to increase the rate of tax on sulphur 
ey to $1.03 per ton, effective October 


% Telegraph Companies.—H. B. No. 8 
amends Art. 7059, Rev. Stats., so as to in- 
crease the gross receipts tax on telegraph 
companies to 234%, effective October 31, 


% Telephone Companies.—H. B. No. 8, 
Laws 1936, Third Special Session, amends 
Art. 7070, Rev. Stats., so as to increase the 
gross receipts taxes on telephone com- 
panies to 144% where business is done out- 
side of incorporated cities and towns and 
in cities and towns of less than 2,500 
population; to 14,% from business done in 
cities and towns between 2,500 and 10,000 
population; to 2% from business done in 
cities and towns over 10,000 population, 
effective October 31, 1936, 








special prizes given in connection with the 
operation of such business, effective Octo- 
ber 31, 1936. 


Regular Session of 1937 


The 1937 Regular Session of the Texas 
Legislature convened on January 12, 1937. 
The following bills affecting taxation have 
been introduced: 


Introductions 


Franchise Tax.—H. B. No. 4 levies a 
franchise tax of 5 per cent on net income. 
Referred to Revenue and Taxation Com- 
mittee. 


Oil.—H. B. No. 6 levies a tax of 10 cents 
a barrel on oil. Referred to Revenue and 
Taxation Committee. 


UTAH 


Regular Session of 1937 


The Twenty-Second Legislature of the 
State of Utah convened on January 11, 
1937. In his message, Governor Blood has 
recommended repeal of the Motor Trans- 
portation Law; appropriation of surplus 
from motor vehicle registration fees to the 
State Highway Department; a revision of 
motor vehicle operator’s fees; revision of 
the beer licensing provision; and considera- 
tion of a trade practice program. 


Introductions 


Alcoholic Beverage Taxes.—S. B. No. 2 
imposes an excise tax of 5¢ per % pt. on 
hard liquors. Referred to Committee on 
Revenue and Taxation. 


Gross Sales Tax.—S. B. No. 4 amends 
the sales tax act relative to disposition of 
proceeds. Referred to Committee on Rey- 
enue and Taxation. 


VERMONT 


Regular Session of 1937 


The Vermont Legislature convened in 
its regular session for 1937 on January 
6. The Governor’s message made no spe- 
cific tax recommendations but referred to 
the forthcoming report of the state financ- 
ing commission and recommended its care- 
ful study. A flat fee for motor vehicle 
registration was suggested. 


VIRGINIA 


Special Session of 1936 


The First Special Session of the Legis- 
lature which convened on December 14, 
1936, adjourned sine die on January 11, 
1937. The following law has been enacted. 
Other laws enacted at the Session will be 
incorporated in subsequent issues of the 
bulletin. 


Approvals 


*% Property Taxes.—S. B. No. 2 amends 
Sec. 72, Tax Code, in relation to taxation of 
bonds of counties, cities and towns and 
other political subdivisions of the state, 
so as to bring within the provisions of that 
section the bonds, certificates of indebted- 
ness and other obligations issued by state 
educational institutions. 
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WASHINGTON 
Regular Session of 1937 


The Washington Legislature convened 


in Regular Session on January 11, 1937, and 
this session is limited to 60 days. Last 
month the Governor announced that it 
would be unnecessary to impose any new 
taxes or increase present rates—the Reve 
nue Act of 1935 having proven very satis- 
factory. However, there will no doubt be 
amendments to existing laws. 


Introductions 


Governmental Reorganization.—H. B. 
No. 31 provides for reorganization of the 
state administrative bodies including the 
tax officials. Referred to Committee on 
Revenue. 

Property Taxes.—H. B. No. 1 provides 
for a homestead exemption of $1500. Re- 
ferred to Committee on Revenue and Taxa- 
tion, 

H. B. No. 10 imposes a tax of one per 
cent on gross rental of real property. Re- 
ferred to Committee on Revenue. 

H. B. No. 28 and S. B. No. 5 provides 
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for a homestead exemption of $1,000. Re- 
ferred to Committee on Revenue. 

S. B. No. 3 postpones all pending ta» 
sales until July 1, 1937. 


WEST VIRGINIA 
Special Session of 1936 


A Special Session of the West Virginia 
Legislature convened on December 14, 1936 


| and adjourned on December 16, 1936. This 


session was not for revenue purposes. 


Regular Session of 1937 
The Legislature of West Virginia con- 
vened in Regular Session on January 13 
1937, and is limited to sixty days. 
Introductions 


[No tax measures have been introduced 
to date. ] 


WISCONSIN 
Regular Session of 1937 


The 1937 Regulation Session of the 


Legislature convened January 13th without | always a possibility. 


| 


February, 1937 


limit as to duration. The tax program, 
it is expected, will have to include the 
consideration of new taxes, if budget 
requests, which are considerably in excess 
of present appropriations, are to be met. 
It is likely that the privilege dividend tax 
which expires during the year, and whose 
validity has been sustained will be extended 


Introductions 


[No introductions to date.] 


WYOMING 


Regular Session of 1937 


The 1937 Regular Session of the Legisla- 
ture convened January 12th with a time 
limit of 40 days for enactment of laws. 
The tax program is expected to include 
measures for the financing of public relief 
needs. Extension of the sales tax which 
expires in March would seem to be a per- 
tinent thereto. The usual bills providing 
for the current needs of the government 
are expected with the levy of new taxes 








Significant Decisions of the 
Board of Tax Appeals 


Additions for Deficiency.—[From the opinion:] “Unlike 
a fraud penalty, the burden is upon the taxpayer to prove 
the 5 per cent penalty to have been imposed in error. 
Regulation 74, article 353, clearly require that the total 
selling price be used in the computation of the total profit 
and as a means of computing the amount of profit in the 
initial payment of the taxable year. There was no good 
reason for the petitioner to omit entirely the Fruit Co.’s 
notes or the Youell $50,000 note from the total selling 
price. Nothing in the evidence justifies the omission, and 
it was in plain disregard of the clear rule of the regulation. 
That it was intentional is inescapable. If, however, there 
were any doubt about the intent, it would still be necessary 
to attribute the omission to negligence.”—Gibbs & Hudson, 
Inc. v. Commissioner, Dec. 9538 [CCH]; Docket 74683. 


Basis for Gain or Loss.—Amounts paid by a corporation 
to two of its officers for architectural and other services 
relating to the construction of a building may be included 
in the cost of the building to determine gain or loss from 
sale in 1930. The fact that the individuals were officers 
and equal shareholders and that their compensation for the 
services was also equal was not sufficient to deny the 
addition of these items to the cost of the building.—Guibbs 
& Hudson, Inc. v. Commissioner, Dec. 9538 [CCH]; Docket 
74683. 


The amount paid in 1932 in settlement of a claim of an 
employee, growing out of an alleged promise in 1928 to 
pay the claimant a bonus when a building was sold, upon 
the evidence, was no part of the cost of the building sold 
in 1930.—Gibbs & Hudson, Inc. v. Commissioner, Dec. 9538 
{CCH]; Docket 74683. 


Change of Accounting Period—Where the taxpayer 
failed to obtain the respondent’s approval to change its 
accounting period from a fiscal year to a calendar year 
for the reason that it did not comply with the provisions 
of article 361 of Regulations 74, the respondent did not 
err in refusing permission to make the requested change 
in its accounting period. Its request was filed on February 
9, 1931, which was too late to apply for a change as of 
December 31, 1930. The Board overrules the taxpayer’s 
contention that a complete change of stockholders re- 
sulted in the creation of a new corporation with a right 
to establish a new accounting period.—East Coast Motors, 
Inc. v. Commissioner, Dec. 9539 [CCH]; Docket 74227. 


Deductions: Bad Debts.—Bad debt deduction in 1932 is 
denied as to the principal amount of a certificate of 
participation issued in 1932. This certificate of participa- 
tion represented 20 per cent of the principal amount of 
Louisiana State Highway Commission bonds which had 
been surrendered by petitioner in 1932 for cash payment 
of 80 per cent of their value and the participating cer- 
tificate. “The record contains no evidence as to the actual 
worthlessness of the certificate of participation or the 
ascertainment that it was worthless during the year 1932. 
On the contrary, the fact that Easton was paid interest on 
its certificate in the fall of the year 1932 in which it was 
issued would indicate that the certificate was not worth- 
less.”—Easton Tractor and Equipment Company, Inc., and 
Ruth M. Easton Liquidator of Easton Tractor and Equipment 
Company, Inc. v. Commissioner, Dec. 9536 [CCH]; Docket 
79892. 

Deductions: Expenses.—Commissions paid by petitioner 
to an individual on sales of tractors made to the State 
Highway Commission of Louisiana are not deductible as 
ordinary and necessary business expenses. The facts dis- 
close that the petitioner employed this special agent, in- 
stead of its regular salesmen, to secure the orders in 
question on account of the agent’s close relationship and 
personal influence with the State administration or govern- 
ment. The agreement under which the commissions were 
paid is held to have been against public policy.—Easton 
Tractor and Equipment Company, Inc., an@ Ruth M. Easton, 
Liquidator of Easton Tractor and Equipment Company, Inc., 
v. Commissioner, Dec. 9536 [CCH]; Docket 79891. 


Where the taxpayer accrued at the end of the fiscal year 
(ended July 31, 1931) bonuses to the account of employees 
pursuant to an agreement to pay them bonuses out of net 
profits, if any, at the end of the calendar year (December 
31, 1931) there was no liability to pay the bonuses nor 
could the amount be determined at the end of the fiscal 
year. Bonuses accrued at the end of the fiscal year are not 
deductible-—East Coast Motors, Inc. v. Commissioner, Dec. 


9539 [CCH]; Docket 74227. 


Estate tax.— Where the decedent created a trust in which 
he reserved the right to control and manage the corpus 
and from which he was to receive the income for life, the 
powers of reserve were sufficient to bring the value of the 
corpus within his gross estate as a transfer intended to 
take effect in possession or enjoyment at or after death. 
Other irrevocable trusts created in 1923, in which a life 
interest was reserved, were not part of the gross estate, 
under May v. Heiner, 281 U. S. 238.—Jacob Schneider and 
Ben IV. Hollander, as Executors of the Estate of Adolph 
Hollander, Deceased, v. Commissioner, Dec. 9535 [CCH]; 
Docket 79862. 





Ma! 





1937 MARCH 1937) 


————_—. 
SUN. MON. TUE. WED. THU. FRI. SAT. © 


ow 12345 6/7 
7 8 9 10111213 





eo 


1415 1617181920° 


ri 
f 
‘ 


21 22 23 24 25 26 27 | 
28 29 30 31 «» «» «» 


ALABAMA 


March 1 : ; ' 
Freight Line Companies.—Every freight line com- 





pany is required, on or before the Ist day of | 


March each year, to file a license tax statement 
with the State Tax Commission. A 

Freight Line or Equipment Companies.—Should 
any freight line or equipment company fail or 
refuse to make the property tax statement or 
statements on or before this date each year, 
the State Tax Commission will obtain the facts 
from the best information available and shall 
assess against such freight line or equipment 
company so failing or refusing to make the 
statements a penalty. . 

Pharmacists pay fees for renewal permits annually 
between January ist and March Ist. 

Public Utilities —Between the 1st day of January 
and the 1st day of March in each year, every 
public utility is required to make out and deliver 
to the State Tax Commission a property tax 
statement. . 

Railroads.—Each railroad in Alabama is required 
annually before the 1st day of March of each 
year, to make and file with the State Tax Com- 
mission, under oath of some executive officer of 
the company, and on forms prescribed by the 
Tax Commission, a report concerning freight 
line companies, and to file a property tax state- 
ment with the State Tax Commission. 

March 15 

Franchise Tax.—Annual franchise tax reports of 
domestic and foreign corporations shall be made 
and filed with the State Tax Commission be- 
tween the Ist day of January and the 15th day 
of March. 

Franchise Tax.—Any domestic or foreign corpora- 
tion failing to make the annual franchise tax 
report, or to furnish information demanded, on 
or before the 15th day of March of each year, 
is subject to a penalty of $10 a day for each 
day’s failure, unless the time for filing the report 
has been extended by the State Tax Commission. 

Income Tax.—All persons, firms or corporations 
paying their income tax on a calendar year basis 
are required to file their return and pay their 
tax on this date. 

March 20—— 

Coal and iron ore mining—monthly 
tax due. 

Gasoline tax—monthly report and tax due. 

Lubricating oils tax—monthly report and tax due. 





report and 


ARIZONA 


March First Monday. 
Second half of real estate and secured personal 
property taxes due. 
March 5 ; 
Alcoholic beverage licensee’s report due. 
March 12 : 
Assessment date for railroad property taxes. 
March 15 ’ ; 
Gasoline distributors’ and consignees’ reports and 
taxes due. 
Gross income tax report and payment due. 
Income tax returns and payments due. 
Information returns due. 
Motor vehicle carrier report and tax due. 
March 20 : 
Gross income tax delinquent. : 
Motor vehicle carrier report and tax delinquent. 
March 25 . 
Motor fuel carrier’s report and any tax due. 























| ARKANSAS 
March 1 

All foreign and domestic corporations qualifying or 
organizing between March Ist and July Ist 
must make and file the franchise tax report at 
the same time it qualifies or organizes. 

Corporations (domestic) organizing subsequent to 
March 1, and not later than July 1, are required 
to file franchise tax report within 10 days after 
its organization. 

Domestic corporations to do no business, organiz- 
ing between March Ist and July 1st are required 
to file an annual franchise tax report within ten 
days after its organization. 

Each corporation is required to make a franchise 
tax report to be filed annually on or before 
March 1. 

Public utility corporations, etc., are required to 
make a report showing the amount, kind and 
value of property, on or before March ist of 
each year, 


First Monday. 

Hearings on the valuation of the property of any 

public utility company for taxation may be had 

at any time before the Corporation Commission 

after the meeting of such Commission on the 
first Monday in March. 

March 15 

All utilities are required to file a report showing 
their gross earnings, with the Fact Finding Tri- 
bunal, and pay the tax on same to the State 
Treasurer on or before this date. 

Income tax returns of income and of information 
at the source, and first installment of the tax, 
due March 15, unless taxpayer is on fiscal year 
other than calendar year. 

Monthly sales tax report and remittance due for 
preceding calendar month. 

March 31 

If a corporation organized under the laws of 
Arkansas or any foreign country authorized to 
do business in Arkansas for profit, and which is 
required to file the franchise tax record, fails 
or neglects to make such report for 30 days after 
expiration of time limited by franchise tax act, 
if default is willful, charter may be forfeited or 
annulled. 

















CALIFORNIA 
March 1—— 


Gasoline tax due; distributors required to make 
physical inventory. 

Motor vehicle registration and license fees reduced 
to 10/12 of annual rate. 


First Monday 
Assessment date for property taxes. 
Day on which lien A franchise tax attaches. 
Lien of petroleum and natural gas severance taxes 
attaches. 


Lien of property taxes attaches. 


March 5—— 
Fish packers’ monthly report due. 


March 10 

Alcoholic beverages (manufacturers and importers) 
monthly report and tax due. 

Cattle transporters’ monthly report due. 

Horse, mule or burro transporter’s monthly re- 
port due. 

Kelp monthly report due. 

Kelp privilege tax due. 

Petroleum and natural gas companies’ monthly re- 
ports due. 
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Ten days after first Monday 
Petroleum and natural gas companies’ annual re- 

ports due. 

March 15 
Gasoline distributors’ return due. 

Last day for filing franchise tax return by corpora- 
tions using the calendar year for their fiscal year 
(if time for filing has not been extended). 

Last day, without penalty for payment of the first 
installment of the franchise tax by corporations 
using the calendar year for their fiscal year 
(if the time for payment has not been extended). 

Last day for railroad and express corporations to 
file with superintendent of banks report of re- 
ceipts and transmissions of money to foreign 
countries, 

March 31 
Imitation dairy products monthly report due. 
Mine owner’s annual report due. 

Slaughter house monthly report due. 











COLORADO 





March 

Employment agencies must file a report with the 
deputy state labor commissioner monthly. 

March 1 ° 

Between this date and April 1 following, all ex- 
press, fast freight, palace car and sleeping car 
companies must file a property tax statement. 

Between this date and April 1 following, all stock, 
furniture, refrigerator, fruit, poultry and tank 
car companies are required to make a property 
tax statement. 

Between this date and April 1 following, all stock, 
furniture, refrigerator, fruit, poultry and tank 
car companies are required to file a car mileage 
report. 

Between this date and April 1 following, telegraph 
-“ telephone companies’ property tax statement 
is due. 

Insurance agents and brokers must renew their 
licenses on or before this date. 

Penalty added if the first half of property taxes is 
not paid before this date. 

Property statement to be filed by railroad com- 
panies with the tax commission between this 
date and April 1 next following. 

Match 10 

Class A private carriers must file a report and pay 
tax for preceding month, on or before this date. 

Motor vehicle carriers must, file a report and pay 
tax for preceding month, on or before this date. 

March 15 

Annual corporation license fee (franchise tax) re- 
port is due on or before this date. 

Coal mine owners’ report due on this date. 

Retail sales tax return and tax due. 

Use tax return due. 

March 16—— 

The annual corporation license fee (franchise tax) 
report is due on or before this date in case 
March 15 falls on Sunday. 

March 20—— 

Class A private carriers notified of tax due, on 
or before this date. 

Motor vehicle carriers notified of tax due, on or 
before this date. 

March 25 

Coal mine owners’ royalty tax due on or before 
this date. 

Gasoline distributors’ statement to state oil 
spector due on or before this date. 

Gasoline tax due on or before this date. 

Report of motor fuel deliveries made during the 
preceding month required of all common carriers 
on or before this date. 
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March 31 

In ascertaining the amount of moneys of any tax- 

payer, or the amount of moneys invested in 

merchandise or manufactures, the average 

amount of such moneys or such investment for 

the preceding 12 months ending on this date 
shall be taken. 
















CONNECTICUT 
March 1 
Gasoline tax due from distributors. . 
Motor bus corporation reports to Public Utilities 
Commission due. 
Motor vehicle operators’ 
fees due. 
Nursery dealers’ 
First Monday—— 
Warrants for collection of shell-fish grounds and 
franchise taxes issue, 
March 10——~ 
Theatre reports due. 


March 15—— 
Reports due from gasoline distributors. 
March 30 
Annual Report—Last day for filing Secretary of 
State’s certified copy of February report with 
town clerk. 
March 31 
Electric, gas, power and water corporation, motor 
bus companies and railroad and street railway 
corporation returns to Tax Commissioner due. 
Monthly (inventory) report due from cigarette 
distributors. 
Reports to Public Utilities Commission due. 





license applications and 


registration due. 








DELAWARE 
March 1—- 
Certificates of authority of insurance salesmen and 
brokers expire. 
last day upon which the Sussex County Board 
of Assessment will sit to hear appeals. 
Monthly alcoholic beverage report = 
he New Castle County Board of Assessment will 
sit to hear appeals until April 30. 
March 15—— 
Gasoline filling station report due. 
last day for completion of annual assessment in 
Wilmington. 
Last day to file alcoholic beverage report. 
last day to file income tax information. 
Second Tuesday—— 
Last day for completion of assessments in Kent 
County. 
March 31—— 
Gasoline tax report and tax due. 


DISTRICT OF COLUMBIA 
March 1——— 

Second half of general property taxes due during 
this month. 

Second half of gross earnings tax of gas, electric 
lighting, and telephone companies due during 
this month. 

Second half of gross receipts tax of street railroad 
companies due during this month. 

First Monday—— 
Roard of Personal-Tax Appraisers adjourns. 
March 10 
Alcoholic beverage statements due. 
March 31—— 


Last day to pay second half of general property | warch 31 


At the time of filing a certified copy of articles of | 
incorporation of any corporation when filed on 
or between the first day of January and the 
31st day of March, a sum equal to one-half of 


taxes, 

Last day to pay second half of gross earnings tax 
of gas, electric lighting, and telephone companies. 

Last day to pay second half of gross receipts tax 
of street railroad companies. 

Monthly gasoline tax reports and tax due. 


FLORIDA 
March 1 . 5 
Certificates of insurance companies revocable for 
delinquent gross premium taxes. 
Small loan corporation licenses renewable. 


First Monday 





Railroad and telegraph property tax returns to 
Comptroller and county assessors due. 
March 10—— ; 
Gasoline inspection fees and reports due. 
Lime kiln reports and fees due. 
March 15—— 
Chain store monthly reports and gross receipts 
taxes due. ; ; 
Electric or gas light, heat and power companies’ 


and telephone and telegraph companies’ reports 
and gross receipts taxes due. 
Gasoline sales and storage reports and taxes due. 
March 31—— , : 
Auto transportation company mileage tax returns 
due. 
Reports due from fresh water fish dealers. 


March 1 
General property tax returns of railroads, express 


Special propert 


March 5 
Reports 


March 15 : 
All, or first installment, of income tax on calendar 


March 31 


March 1 


March 15 
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GEORGIA 





companies and public utilities due. 
ial tax return by corporations (public 
utilities) holding special franchises due. 





oysters and shrimps. 





year basis due. 


City of Atlanta, under its charter, has, by ordi- 


nance for fiscal year ending June 30, 1933, pro- 
vided for returns by all taxpayers to be *made 
under oath, and filed with Chief Clerk for Tax 
Office on or before March 15, annually. 

Corporation income tax returns on calendar year 
basis and tax due. 


March 20——— 


Gasoline reports and taxes due. 


March 30—— 


Motor carriers’ monthly report due. 





Carbonic acid gas report and tax due. 
Last day to pay annual franchise (license) tax 
without penalty. 


IDAHO 





Express companies file gross receipts statement 
with State Treasurer on or before this date 
annually, 


March 10—— 


Beer excise tax report due. : 
Monthly report of dealers in dairy products sub- 
stitutes due. 





Annual income tax returns must be filed with the 
Tax Commissioner on or before this date when 
the returns are made on the basis of the calendar 
year; when such returns are made on the basis 
of the fiscal year they shall be filed on or before 
the 15th day of the 3rd month following the 
close of the kscal year. 

Annual income tax information returns of payments 
of $1,000 or more of interest, rent, salaries, 
wages, premiums, annuities, compensations, re- 
munerations, emoluments or other fixed or 
determinable gains must be made to Tax Com- 
missioner on or before this date. 

Electric light and power companies’ 
kilowatt tax due. 

Gasoline dealers’ report and tax due. 

Income taxpayer may elect to pay income tax in 
two equal instalments, in which case the first 
instalment shall be paid on this date (in case 
of return made on calendar year basis) or on 
15th day of 3rd month following close of fiscal 
year (when return is based on fiscal year) and 
2nd instalment is paid on or before the 15th day 
of 6th month thereafter. 

Report and license tax of electric generating com- 
panies due. 

Retail sales tax and return due. 

The total amount (or first half, at taxpayer’s elec- 
tion) of income tax imposed shall be paid on or 
before this date following the close of the pre- 
ceding calendar year when the tax return (also 
due on March 15) is made on the basis of the 
calendar year. When return is made on basis 
of fiscal year, tax is paid on or before the 15th 
day of 3rd month following close of fiscal year. 


report and 





the annual license tax shall be paid. 

Last day for express companies to file gross re- 
ceipts statement 
Treasurer without payment of penalty. 


Motor vehicle registration shall be renewed an- 


nually not later than this date. 


ILLINOIS 














March 20 


due from dealers and distributors of | Match 25 


February, 1937 





Last day for distributors of motor vehicle fuel to 
make monthly return and to pay tax. 

Last day for non-distributors to file monthly motor 
vehicle fuel report and pay tax. 

Last day for registered brokers to make return 
of sales of motor fuel. 





Fur buyers’ licenses expire on this date. 


March 30 e 
Last day for carriers to file monthly report of 
motor fuel deliveries. 


March 31 
Fur dealer’s 
March due. 
Last day on which annual franchise tax report, 
returned for corrections, may be returned, to 
avoid payment of penalties. 








report of business transacted in 


INDIANA 
March 1 

Assessment and lien date for property taxes. 

Employment agency reports due. 

Property tax returns and affidavit of compliance 
with Intangibles Tax Act due between this date 
and May 15. 

Railroad, telegraph, telephone, express, sleeping 
car, mo line, heat, light, pee, Peres. elevator, 
warehouse and foreign bridge and ferry company 
returns due during March. 

Returns of stock ownership by foreign corpora- 
tions due. 

Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 

March 2 

Foreign finance company licenses revocable unless 
renewed, 

March 10— 

Petroleum oils inspection fees due. 

March 15 

Bank and trust company reports due. 

Common carriers’ gasoline reports due. 

Imitation condensed milk tax due. 

Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 

March 20 

Application to State Board of Tax Commissioners 
for reassessment on under-assessed realty due. 

Bank and trust company taxes and building and 
loan association reports and taxes due. 

March 25 

Gasoline dealers’ reports and taxes due. 

March 31 

Railroad, telegraph, telephone, express, sleeping 
car, pipe line, heat, light, water, power, ele- 
vator, warehouse and foreign bridge and ferry 
companv returns due during March. 

Steam railroad company reports to Public Service 
Commission due. 




















IOWA 





March 1 

Egg and poultry dealers’ licenses expire annually 
on this date. 

General property taxes (first half) are payable at 
office of county treasurer annually between Janu- 
ary 1 and March 1. 

Income tax returns should be filed with State 
Board of Assessment and Review on or before 
April 1. Also, all income taxes amounting to 
$10 or less and one-half of all income taxes over 
$10 must be paid to the State Board of Assess- 
ment and Review on or before April 1. 

Telegraph and telephone companies are required 
to file maps, statements or certificates with 
county auditors of lines extended, constructed, 
relocated or taken down. Report is filed on or 
before this date annually. 

March 31 
| Last day to pay first half of general property taxes 
to county treasurer without penalty. 





with and pay tax to State 


KANSAS 
March 1—— 
Assessment date for property taxes. 
Returns of information at the source for income 
tax due. 
Transient merchants entering State for business 














March 1 after this date required to list property for 
Cook County second installment of real estate taxation. 
taxes, for the year 1934, delinquent on March 1, | March 10 - 
1936. Oil inspection reports due. 
March 5 Match 15 F : 
Cold storage warehouse monthly report of food Motor carrier reports and fees due and lien at- 
held in storage due. M taches, 
arch 20 
March 10 ; ’ ’ Property tax returns of railroad, telegraph, tele- 
Report of business transacted in February due phone, pipe-line and electric power companies 
from fur dealers. due. 
March 15 March 25—— 
Alcoholic beverage tax return of manufacturers Gasoline reports and taxes due. 
and importing distributors due between Ist and | March 31 


15th of each month. 


Petroleum products inspection fees for January due. 
Retailers’ occupation (sales) tax reports and taxes 


due. 


Additional statement of telegraph, telephone, pipe- 
line and electric power companies due. 

Domestic and foreign corporation franchise tax 
reports and domestic corporation taxes due. 


re 
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Ln nln in EI hs 


Marc 
Ba 


Cit 








ce) 


at- 


ies 


pe- 





March 1 


February, 1937 


KENTUCKY 





Bank stock reports which are filed with the State | 
auditor due. 

Bridge or ferry company obtaining certificate after 
March 1 must pay full fee. 

City taxes in first class cities reduced by 1 per 
cent if paid during March. 

Intrastate toll bridges and ferries reports due. 

State, county and district taxes are delinquent and 
penalty attaches after the last day of February | 
succeeding the due date. | 

State, county and district taxes except as specially | 











provided dtie on and after this date. 
March 5 
Employment agency reports due. | 
March 10 


Monthly alcoholic beverage report of hotels, res- 
taurants, and clubs due. 

Monthly excise tax report of blenders and rectifiers 
of distilled spirits and excise tax due. 

Report of consumer’s tax on beer, wine and spir- 
ituous liquors due. 

March 15 
Motor carrier mileage tax due. 
Motor carrier operators’ reports due. 

Second Monday 
State Tax Commission convenes at the State Capi- | 

tol as the State Board of Equalization and | 
Assessment for the purpose of equalizing the 
assessments of property among the counties. 

March 20 





| 








Oil production tax due. 
March 31 ! 
egg dealers licenses expire. 
Gasoline reports (except 
taxes due. 





refinery reports) and 


LOUISIANA 


March 1—— 
Baton Rouge license taxes delinquent. 
Business license taxes become delinquent. 
Chain store tax due. 
Interest accrues on unpaid license taxes. 
Licenses to make loans on salaries delinquent. 
Mercantile, manufacturing and industrial property 
tax reports due. 
Monroe license taxes delinquent. 





Public utility property tax returns due before 
April 1. 
Railroad car property tax reports due before 
April 1. 
March 2 
Oyster severance tax due. 
March 5 





Report by wholesale fish dealers due. 


March 10—— 
Oyster severance tax report due. 
Parish gasoline tax reports and tax due. 
Reports of imported gasoline due. 
Reports and tax on imported kerosene due. 
Reports of imported alcoholic beverages due. 
Returns from shrimp freighters and ice boats due. 
Shrimp severance tax report and tax due. 

March 15——— 

Carriers’ reports of gasoline and 
erages transported due. 

March 20 
Alcoholic beverage tax reports and taxes due. 
Gasoline and kerosene tax reports and taxes due. 

March 30 
Oyster severance tax due. 

Severance tax on brine reports and taxes due. 

March 31—— 

Auctioneers’ reports in city of New Orleans due. 
Utilities supervision and inspection fee reports due. 


alcoholic bev- 








MAINE 


March 1 
Gasoline tax due. 
License fee of foreign corporations due on or be- 
fore this date. 
Old motor vehicle registration tags to be replaced. 
Security dealers’ renewal applications due. 
Small loan agency monthly reports due. 


March 10—— . 
Inspection fees for packing of food due. 





March 15 


Crude petroleum transporters’ monthly report due. | 


| March 31 





March 15 
Gasoline tax sales report due. 





MARYLAND 


March 1 
License to catch shad and herring in Potomac 
become effective. 
March 5 
Last day to file monthly account of leaf tobacco 
sales on or through Baltimore market. 


Last day to file cold storage warehouse monthly 
report. 








| March 31 











STATE TAX CALENDAR 


| March 10—— 


| 


Last day to file monthly statement or declaration | 


of insurance brokers, agents or solicitors. 

Last day to make return-and pay distilled spirits 
tax. 

Last day to pay admissions tax. 





Every corporation subject to assessment on its 
property or any part thereof by the Tax Com- 
mission, and any corporation the shares of 
whose stock are subject to assessment by the 
Tax Commission, and any corporation, firm or 
individual against whom any tax is to be calcu- 
lated by the Tax Commission is required to file 
an annual report, including a list of its stock- 
holders, not later than this date. Every foreign 
corporation of any kind doing business in this 
State or owning any property therein shall an- 
nually on or before this date file a list of resi- 
dent stockholders. 

Licenses to scoop or dredge oysters expire. 

Milk control fees due. 


March 31 

Common carriers’ annual reports to Public Service 

Commission due, although time may be extended 

for 60 days. Although common carrier report 

provisions are made applicable to other public 

utility reports to Public Service Commission, 

filing date is left to discretion of Commission 

in the case of gas and electrical corporations and 
telephone and telegraph corporations. 

Last day to file dealer’s report and pay tax on 
gasoline sold or used during next preceding 
calendar month. 

Last day to file beer tax report and pay tax on 
beer sold during preceding month. 

Last day to pay cosmetics tax. 





MASSACHUSETTS 


March 1-—— 


Ice cream mix and frozen desserts manufacturing 
licenses due. 

Information returns other than regarding public 
employees due. 


Interest attaches to personal income tax after 
due date. . 

Milk plants and manufacturers’ license year be- 
gins. 


Milk and cream dealers’ license fees due. 

— income tax returns and first half of tax 
ue. 

Return of property held for charitable purposes 
due on date prescribed by assessors, not later 
than March 1, unless time extended to April 1. 

Telephone and telegraph company returns due on 
date prescribed by Commissioner not later than 
March 1. 


March 10- . 
Alcoholic beverage excise tax return and tax due. 


March 15 
Cold storage warehouse reports due. 
Motor fuel distributor’s return and tax due. 











Railroad’s report of accidents due. 

Report of street railway company leases and con- 
tracts due. 

Telegraph and telephone company reports of re- 
ceipts, expenditures, dividends, capitalization and 
indebtedness due. 


MICHIGAN 
March 1—— 
Property taxes delinquent 
monthly thereafter. 
Severance tax and reports due. 
March 2 
Motor Vehicles—Last day for renewal under ex- 
tension of time granted by Secretary of State. 
March 5 : 
Gasoline—Common carriers’ statement due. 


March 10 : 
Common and contract carriers’ monthly report due. 
Last day for fur dealers to make monthly report. 

March 15 
Monthly sales tax return and tax due. 

March 20 — 
Gasoline—wholesale distributor's 

tax due. ; 
Severance tax and reports delinquent. 


and _ interest 

















statement 





Chain store licenses expire. _ 
Ice cream manufacturers—license expires. 


MINNESOTA 
March 1 





} 





added | 


and 


Dairy products dealers’ and manufacturers’ reports 


due. 
Ege dealers’ licenses expire on this date. 


Foreign corporations must qualify under the new 


Foreign Corporation Act by March 1, 1936. 


Gross earnings taxes of public utilities due (rail- 


road’s semi-annual payment). 
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Insurance agents’ licenses expire. 
Iron severance occupation tax pet due. 
Personal property taxes become delinquent. 
Reports of game and fur farms due. 
March 5 
Cold storage warehouse reports due. 
March 10 
Liquor reports of wholesalers, brewers and dis- 
tillers due. 
Live stock commission merchants’ statements due. 
March 15 
Gasoline tax and fees due. 
Income tax returns and payments (all or first in- 
stallment) for calendar year due. 
Information returns are due on or before March 











Interstate carriers truck mile tax and report due. 
Oil inspection fees due. 
March 20 
Common carriers’ liquor reports due. 
March 31 
Beverage dealers’ licenses expire on this date. 
Common carrier financial report due. 








MISSISSIPPI 
March 1 

A license issued to an insurance agent continues 
for the next ensuing 12 months after this date 
of each year. 

Admission (amusement) tax and report is due be- 
tween the Ist and 10th of each month. 

After this date the Commissioner may receive from 
insurance agents so much of the license tax 
payable by them as may be due pro rata for 
full months of the remainder of the year. 

On or before this date the collector shall mail to 
each privilege taxpayer holding an annual license 
and whose license will expire in April, a notice 
thereof, and a renewal blank. 

Oyster packers and canners file sworn statement 
on this date as to the number of barrels of 
oysters purchased and caught during the pre- 
ceding month. 

Oyster, sea food, etc., monthly inspection tax is 
due on this date. 


March 5 
Wholesale oyster and sea food dealers file monthly 
report on this date. 
March 10—— 
Admission (amusement) tax and report is due be- 
tween the Ist and 10th of each month. 
Every dealer in motor vehicles shall file a monthly 
report with the tax collector on this date. 
Motor vehicle monthly mileage tax reports are due 
on or before this date. 


March 15 
Annual information returns due on this date. 
Common carriers must file monthly report, on this 

date, of gasoline and oil delivered by them. 

Distributors and wholesale dealers of gasoline file 
— report and pay monthly tax on this 
date. 

First quarterly installment of the income tax is 
due on this date where the return is made on 
the basis of a calendar year. 

Income tax return is due on or before this date, 
if the return is made on the basis of a calendar 











year. 
— gross sales tax and report due on this 
ate. 
Retail dealers in gasoline file monthly report on 
this date. 
MISSOURI 
March 1—— 


Annual franchise tax return due. 

Annual report to department of labor and indus- 
trial inspection due on or before this date. 

Income information return due on this date. 

First Monday. 

County Boards of Equalization in counties of over 
70,000 meet. 

Jackson County Board of Equalization meets. 

March 15 

Annual income return of calendar year corporations 
and individuals due. 

Verified copy of Federal income tax return due 
on this date in the case of calendar year cor- 
porations and individuals. 

Sales Tax monthly return due. 








| 7 

March 15-April 15——— 

| Each year after March 15 and on or before April 
15, except where under extension of time re- 


turns are not filed until after April 5 (and in 


| such case within 10 days after filing the return), 


income taxes based on calendar year returns are 
assessed. 
Statement of distributors of and dealers in gaso- 
| line due. 


Third Monday. 








Kansas City Board of Equalization holds 
meeting. 

St. Louis Board of Equalization meets to 
appeals. 


first 


hear 
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March 25——- 
Distributors’ 
ceived due. 
Gasoline tax due. 
Gasoline transporters’ 


Fourth Monday. 
County Boards of Equalization meet to hear com- 
plaints as to increased assessments in counties 
of 70,000 to 100,000 population. 
First class city boards of equalization meet. 
Jackson County Board of Equalization meets to 
hear complaints as to increased assessments. 
March 31 
Soft drink report due. 
Manufacturers, wholesalers and dealers tax due. 


and dealers’ reports of gasoline re- 


statement due. 








MONTANA 


March 1—— 

Annual report of foreign corporations of capital 
stock represented in Beate of Montana must be 
filed not later than this date in office of Secretary 
of State. 

Corporation license (income) tax returns based on 
calendar year must be filed on or before this 
date each year. 

Property taxes—penalties for delinquencies accrue 
at 2 per cent from this date. 

Report of financial condition and indebtedness of 

omestic corporations must be filed with county 

clerk and recorder of the county in which prin- 
cipal place of business is situated and with 
Secretary of State on or before this date each 
year. 

Sleeping car companies file annual statement with 
Leng Board of Equalization on or before this 

ate. 

Sleeping car companies, date of assessment. 

Taxidermists’ reports are due. 


First Monday 
Any owner of a mortgage on real estate upon 
which personal property taxes are made a lien 
and where property owner has failed to pay 
taxes, may file with county assessor written re- 
quest at least 10 days prior to this date to have 
real and personal property of owner separately 
assessed. 

Every tax due upon personal property is a prior 
lien upon such personal property assessed and 
is also a lien upon real property of owner | 
thereof. Such liens attach from and after 12 M. | 
of Ist Monday in March. 

Every tax on real property is a lien against prop- 
erty assessed. These liens attach as of this sop | 
each year. 

Mines and mining claims, statements due. 

Personal property is assessed as of this date an- 
nually. Real estate is assessed as of this date | 
biennially in the odd numbered years. 

Property tax assessed shall be a lien upon royalty | 
interest on and after this date. 

Telephone, telegraph, electric power, transmission 
line, canal, ditch and flume companies must file 
annual property tax return with State Board of 
Equalization on or before this date. 


March 10 


Creameries, butter, cheese, or ice cream factories’ 
reports are due. | 











Milk or cream buying stations, reports due. 
March 15——~ 
Alcoholic beverages, brewers and _ wholesalers’ | 


monthly report and excise tax due. 
Dealers’ monthly gasoline tax and report due to | 
| eng Board of Equalization on or before this 
ate. 
Heat, gas, street-railway, light, power, water, | 
sewerage, telegraph and telephone companies file 
annual report of accounts with Public Service 
Commission on or before this date. | 
Railroads and common carriers file monthly report | 
of gasoline delivered in state on_or before this | 
date with State Treasurer and State Board of | 
Equalization. 
March 20—— 
Oil producers’ report and | 
tax due. 
March 31 | 
Insurance agents’ licenses expire. 
Licenses of insurance agents expire annually on | 
or before this date. 
Mines and mining claims, 
due. 
Public warehousemen’s reports are due. 


additional license tax 





royalty interest report | 


NEBRASKA 
March 1—— | 
First installment of real property taxes become | 
delinquent in the City of Omaha on this date. | 
Last day to pay first installment of personal and 
real estate taxes in the City of Lincoln. 
Manufacturers and distributors of alcoholic liquor 
at wholesale must make a return with the Lia- | 
uor Control Commission between the first and | 
fifteenth of each month showing amount of | 
liquor manufactured and sold during the pre- | 
ceding month. ' 


Match 5§ 


March 31 


March 1—— 


First Monday 


March 25 


March 30 


March 31 


March 1 


| March 10 


March 15 


March 20 


| March 31 


| March 15—— 


THE TAX MAGAZINE 


Personal property may be sold for taxes. 

Railroad depots and such property assessed for 
local taxes as of this date. 

Reports of insurance companies, agents and bro- 
kers due. 





Reports of public grain warehouses due. 


March 10—— 


Employment agencies’ reports due. 
Railroad monthly reports of passes due. 


March 15—— 


Gasoline carriers’ reports due. 

Gasoline dealers’ reports and taxes due. 

Reports and taxes of retail imitation butter dealers 
ue. 





Common carriers’ (railroads, interurban or street 
railways, express car, sleeping car, freight line, 
telegraph and telephone companies) annual re- 
ports to the Railway Commission due. 

— file a return of their property as of this 

ate. 


NEVADA 


Latest date for publication of annual statement of 
business of foreign corporations. 
Petroleum products report and taxes due. 





Public utilities report due. 
Second installment of property tax due. 





Gasoline tax report and taxes due. 
Utilities—Last day for filing annual report with 
Public Service Commission. 





Interstate and intercounty public utilities property 
tax return due. 





Foreign corporations—Last day for annual news- 
paper publication of preceding year’s business. 


NEW HAMPSHIRE 





Annual list of names and places of residence of 
stockholders of railroads and every other divi- 
dend paying corporation due to be filed with 
town clerk. 

Annual reports for milk testing licenses are due. 

Annual analysis fee for commercial fertilizers due. 

Annual statement of insurance companies due. 

Gasoline distributor’s monthly tax due. 





Monthly beverage report and fee of on-sale 
off-sale permittees due. 

Monthly report of agents of unlicensed fire insur- 
ance companies, manufacturers and wholesalers 
of beverages, and foreign manufacturers and 
wholesalers of beverages due. 


and 





Monthly report of gasoline distributors due. 





Blank inventories for listing taxable property are 
distributed to taxpayers. 





Owner of forest land may apply in writing to the 
assessors, as to the Tax Commission for land in 
unorganized places, to have said land listed as 
classified forest land. 


NEW JERSEY 


March 1—— 
On or before this date distributors pay gasoline 
tax. 
Persons engaged in game farming must renew li- 
cense. 


Railroad and canal companies file statements of 
taxable property. 
State Tax Commissioner meets to ascertain (first 
Tuesday) true value of all property used for 
railroad or canal purposes. 
March 5 
Cold storage warehouses file report. 
March 10 
Operators of interstate busses file monthly state- 
ment on or before this date. 
Operators of motor busses, within the limits of a 
“municipality,” file a statement and pay the 
gross receipts tax on or before this date. 








Manufacturers, distributors, transporters, storers, 
warehousemen and importers of alcoholic bever- 
ages reports due. 

March 31 

Distributors of motor vehicle fuel file monthly re- 
ports on or before this (last business day of 
month) date. 

Transporters of gasoline must, within 60 days 
after the close of each month, furnish a state- 





February, 1937 


NEW MEXICO 


March 1 
Annual report of railroad corporations due. 
Taxpayer — notify the tax assessor and report 

pavers subject to taxation if not visited by him 
efore this date. 

First Monday 
The State Tax Commission 

the peeeety of pipe line, railroad, telegraph, 
telephone and gas transmission companies, bank 
shares and mineral property. 

March 15 
Annual franchise tax report due. 

Gross income (occupational) taxes and reports due. 


March 20—— 
Motor carrier reports and taxes due. 
Pipe line license fees due. 


March 25 

Gasoline distributors’, retail dealers’ taxes and 
reports due, taxes and reports on gasoline pur- 
chased from unlicensed distributors and dealers 
due, carriers’ reports due. 








meets and assesses 








NEW YORK 


March 1——— 

Last date, following date of organization, for new- 
ly organized companies to file reports with tax 
commission. 

Last day for application of milk dealer’s license 
and payment of fees. 

Last day for president, treasurer or secretary of 
transportation or transmission company to esti- 
mate and appraise capital stock of company 
and forward same to tax commission, 

Last day for real estate, holding and co-operative 
agricultural corporations to file franchise tax 
report. 

Last day for transportation and transmission com- 
panies to file reports with the tax commission. 
March 5 
Cold storage warehouse monthly report due. 
March 25 
Last day to file New York City public utiilty ex- 

cise tax return and pay tax. 

March 31 
Special franchise tax reports due Tax Commis- 

sion from persons, associations or corporations 
subject to the special franchise tax law. 











NORTH CAROLINA 
March 1 : 
License tax on building and loan associations due. 
March 2 
Penalty of 2 per cent accrues on property taxes. 
March 10- : . 
Alcoholic beverage excise tax is due on or before 
the 10th day of each month. 
Ice cream manufacturers’ reports due. 
March 15 c 
Gross sales return and tax due on or before this 
date where sales are reported on a monthly basis. 
Income tax returns and’ first installment not on 
fiscal year basis due. 7 
Oyster dealers’ licenses expire. 
March 20 
Gasoline tax and report due. 

















| NORTH DAKOTA 


| March 1 . 

First half of mutual and co-operative 
company taxes delinquent. 

Oil inspection reports and fees due. 

Personal property taxes and first half of real estate 
taxes delinquent. 

Tractor fuel oil report and fee due. 

March 10 , 
Grain warehouse reports delinquent. 
Oil inspection fees delinquent. 
Tractor fuel oil fees delinquent. 

March 15 . } 
All, or first installment, of income tax on calendar 

year basis due. 
Gasoline reports and taxes due. 
Income tax on calendar year basis 

| information returns due. 

| Interstate motor carriers mileage report and taxes 

due. 

Owners of tax sale certificates may 
between March 1 and this date. 
March 20— F 

Surety liable on oil dealers’ 

March 30 : : 
Egg dealers’ licenses expire. 

March 31 





telephone 








returns and 


pay taxes 





bonds. 











ment, to the State Tax Commissioner, of all 
deliveries to points within or without New 
Jersey. 


Cream station and dairy monthly reports due. 
Grain warehouse reports due. 


BRI 


Marc’ 


Mar 


a 


M 


Mar 


il ae i ae 








ie ee 
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OHIO 


March 1 
Last day for motor transportation corporations to | 
file report. | 
Last day, without penalty for all utilities except 
equipment, freight line, sleeping car and motor 
transportation corporations to file general prop- 
erty tax report. Tax commission may extend 
time 90 days.: 
March 2 
Transportation companies including pipe lines re- 
port all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 
March 5 
Last day for employment agencies to file monthly 
report. 
First Monday 
Financial institutions are required to make returns 
between this date and the second Monday in 
March. 
Dealers in intangibles are required to make returns | 
between this date and the second Monday in 
March. 


March 10 




















Admissions tax reports and payments due. 
Alcoholic beverage tax reports due. 


Last day for payment of fourth installment of real | 


property and public utility real and tangible 
personal property taxes, if paid in ten install 
ments. 
March 15 
Last day for 





railroads, steamship and express 


companies engaged in transmitting money to for- | 


eign countries to file annual report with super- 
intendent of banks. 

Monthly report of unregistered dealers in motor 
vehicle fuels due. 


March 16—— 


Tax commission certifies to secretary of state for | 


cancellation of articles, list of public utilities 
which without lawful extension of time have 
failed for 90 days to pay tax on preceding De- 
cember 15. 

Upon request of tax commission attorney general 
must start quo warranto and injunction pro- 
ceedings. Where time extended certification 
made 90 days following extended time. 


March 20 





Last day without penalty for dealer to report | 


sales or taxable use of motor vehicle fuel during 
preceding calendar month. 


Private motor carriers’ monthly report and 
emergency tax due. 
March 30 





Transportation companies, including pipe lines, re- 
port all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 

March 31 
Gasoline tax for preceding calendar month due. 
Last day, without penalty, for filing franchise tax 

returns. 





| 





Last day for filing property tax returns and, in | 


the case of taxpayers making returns to the 
county auditors, of paying first half of personal 
property taxes. 

Last day to file monthly fishing report. 

—— vehicle registration applications and fees 
ue. 


OKLAHOMA 


March 1 
Annual labor report due. 
Excise tax on petroleum report and tax due. 
Gross production tax and report on oil and gas 
due. 

Oil and gas property statements due on the Ist 
day of March or within 30 days thereafter. 
Property statements of express companies due. 

Property tax list shall be filed with assessor. 
Third quarterly installment of property tax de- 
linquent. 
March 5 : 
Reports from mines (other than coal) due. 
March 10 


Report of manufacturers of non-intoxicating al 
coholic beverages due. 











Report and tax of wholesalers of non-intoxicating | 


alcoholic beverages due. 


March 15 
All or first installment of income tax due. 
Gas pipe line reports of daily meter readings due. 
Gasoline taxes and reports due. 
Income tax returns due on basis of calendar year. 





Mileage report and tax of motor vehicle carriers | 


due. 
March 20—— 
Monthly sales tax and report due. 
Reports from coal mines due. 
March 31 
Fur dealers’ reports due. 





Last day to file oil and gas property statements. | 


Motor vehicle registrations become delinquent. 


| March 1 


March 10 


March 15 


| March 15 





| 
| 





March 10 





STATE TAX CALENDAR 


OREGON 





Apiaries must be registered on or before this date 
each year with the county clerk. 

Interinsurance attorneys pay annual license fee on 
this date to the insurance commissioner. 

Interinsurance attorneys report on this date each 
year to the insurance commissioner. 

Property taxes assessed as of this date. 

Real property taxes become a lien thereon from 
and including this date. 

Special motor carriers’ monthly fee due. 





Oil well license tax and report due on or before 
this date to county treasurer. 





First quarterly installment of property taxes due. 

Fish poundage fee and report and meat dealers’ 
report due on or before this date. 

Gasoline tax and report due to Secretary of State 
on or before this date. 

March 20 
Alcoholic beverage excise tax and report due. 
Motor carrier tax due on or before this date. 

March 31 
Farm produce merchants’ licenses expire. 
Insurance brokers’ licenses expire on the last day 

of March, next after its issue. 








PENNSYLVANIA 
March 1 
Annual report of creamery, etc., licensees due. 
In cities of the third class the tax duplicates are 
issued to the city treasurer (collector) on this 
date. 
March 10 
Amusement tax monthly reports and payments due. 
Liquor importers’ reports to Department of Rev- 
enue due. 
Malt beverage tax reports to Department of Rev- 
enue due. 











Annual bonus report of foreign corporations due. 

Annual returns of building and loan associations 
= savings fund societies without capital stock 

ue. 

Capital stock tax report (domestic corporations) 
and franchise tax report (foreign corporations) 
on basis of preceding calendar year due. 

Corporate loans tax reports due. 

Liquor manufacturers’ reports and taxes to De- 
partment of Revenue due. 


March 31 





Last day for 1 per cent discount on property taxes | 


for City of Philadelphia. 
Monthly reports and tax payments of distributors 


and carriers of liquid fuels (for preceding month) | 





due. 
RHODE ISLAND 
March 1 
Annual franchise tax return of domestic corpora 
tions due. 


Annual report of public utilities due. 
Corporate excess tax return due. 
March 10 
Gasoline distributors’ monthly tax due. 
March 15— 
Gasoline distributors’ monthly report due. 








March 1-15 





SOUTH CAROLINA 
March 1 

Additional penalty of 5 per cent is added to prop 
erty taxes if not paid by this date. 

It shall be the duty of each owner of lands and 
of any new structures thereon which shall not 
have been appraised for taxation to list the 
same for taxation with the county auditor of the 
county in which they may be situate, on or 
before this date next after the same shall be- 
come subject to taxation. 

Return of personal assets of transportation and 
telegraph companies shall be made before this 
date annually to County Auditors. 

The president and secretary of every 





railroad 


required annually between the ist day of January | 
and the ist day of March to make out a prop- 


erty statement. 

The time for the making of property tax returns 
to the county auditors of South Carolina is from 
January 1st to March Ist of each year. 
returns are received up to the Ist of March of 
each year without penalty. 

Timber carts license tax in Dorchester County are 
collected on this date annually. 


First Tuesday.—— 


The township boards of assessors and special 


boards of assessors shall meet annually on this 
! 


date to compare and consider returns. 





——ee to amusements return and stamp tax 
ue. 
Power tax and report of public utilities due. 


Such | 


| March 15 
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For that portion of the township of Florence, for 
the county of Florence, lying within the limits 
of the city of Florence, returns of real estate 
and improvements are made not only between 
January lst and March Ist but also between 
March 1st and March 15th. 

March 4 

Fisheries monthly stamp report due not later than 
this date. 


March 5 

Fishing license tax report is due within 5 days 
of the end of each calendar month. 

Oyster or clam shuckers stamp report must be 
mailed on or before the 5th day of each suc- 
ceeding month. 

Sturgeon, caviar or shad dealers file a report with- 
in 5 days of the end of each month. 

Tobacco warehousemen required to file statement 
on or before the 5th day of each month. 

March 15 

Corporation income tax is paid annually on or be- 
fore this date when return is made on calendar 
year basis. 

Corporation income tax information return shall be 
filed on or before this date when return is made 
on calendar year basis. 

Corporation income tax return is filed on or before 
this date when return is made on calendar year 
basis. 

If property taxes are not paid on or before this 
date county treasurer issues his tax execution for 
taxes, assessments and penalties against property 
of defaulting taxpayer. 

March 20 

Gasoline tax and report of dealers, distributors, 
importers and storers due on or before this date. 

Third Tuesday 

Property tax returns and lists with valuations 
made by township boards of assessors and special 
boards of assessors shall be laid by them before 
the county auditor on or before this date an- 
nually. 

Fourth Monday 

Whenever the valuation and assessment of any 
property is fixed by the township or special 
boards of assessors by a sum greater by $100 
or more than amount returned by owner or 
agent, notice is given owner or agent on or be- 
fore this date. 


Fourth Tuesday es ' 
County boards of equalization meet on this date 
each year. 
March 31 ; - 
Insurance adjuster’s license fee is paid on or before 
this date each year. 
Insurance agent’s license fee is paid on or before 
this date annually. 
Insurance broker’s license fee is due on or before 
this date annually. 
Phosphates royalty must be paid at the end of 
every quarter, or three months, the first quarter 
to commence to run on January Ist each year. 


























SOUTH DAKOTA 





March 1 : ; 
Annual reports of foreign corporations due. 
Warehouse reports due. 

March 10 
Employment agency reports due. 








Gasoline reports and taxes due. 
Inspector of petroleum products may require report. 
Monthly sales tax report and tax due. 
March 31 
Severance tax and report due within 30 days after 
this date. 





TENNESSEE 
March 1—— 

Additional penalty of % of 1 per cent for each 
month property taxes are delinquent is added 
to property tax on the first day of each month, 
beginning with this date, following due date of 
payment (first Monday in October preceding). 

Fourth installment of the franchise tax is due. 

Franchise tax report due. 

Insurance report of business in unauthorized com- 
panies must be made on or before this date each 
year. 

Not later than this date, the attorney designated 
by Trustee with approval of County Judge, file 
suits in Circuit or Chancery Courts of County 
for collection of delinquent land taxes due this 


State, county and municipality, as well as in- 


terest, penalties and costs. 
March 15 . 
Annual stocks and bonds income tax return filed 





| on or before this date with Department of Fin- 


ance and Taxation, Excise Division. 








March 31 , 
Oils and volatile substances quarterly report shall 
be furnished as of the last day of March. 
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TEXAS | 

March 1——__ ; | 

Agent of foreign insurance company, license fee 
due. 











Annual report of water, light, gas, or sewerage 
companies to Mayor due. 

Cigarette Tax—Wholesale dealer’s report of drop 
shipments due. 

Last day to file with Secretary of State annual 
report of corporations leasing or operating street 
railway, electric light or power, gas, water or 
sewerage properties in cities or towns of over 
2,500 population. ’ : 

Last day to file reports of such companies relating 
to rates charged for services rendered. 

Last day to file copies of said reports with the 
Mayor of city wherein principal place of business 
is located. 

Report of emigrant agents due. 


March 15 
Cigarette Tax—Wholesale dealer’s report of drop 
shipments due. ; 
Last day to file franchise tax report. 
March 20 
Gasoline taxes and reports due. 
March 25—— ‘tant | 
Monthly report and tax of cement distributors due. 
Oil production reports and taxes due. 
March 30— 
Oil carriers’ report due. __ , | 
Oil Production Report—Oil withdrawn from stor- 
age due. 



























































































UTAH 


March 1 : ’ 
Insurance agent’s certificate of authority expires. 








Insurance agent’s license to sell fire insurance | 
expires. : : f 
Small loans business license expires. 
March 5 
Monthly report of cold storage warehouses due. 
March 10 





Carrier’s report of motor fuel deliveries due. 
Monthly report of dealers and manufacturers of 
alcoholic beverages due. 





March 15—— ; ’ 
First instalment of income (franchise) tax due. 
Gross ton mile return and fees due on commercial 


motor vehicles. — 
Income (franchise) tax return for calendar year 
ue. 
Monthly gasoline tax and report due. 
Sales tax and return due. 
March 20—— : 
Monthly fees of motor carriers due. 





VERMONT 





March 1 | 
Advertising (outdoor) annual fee is payable to | 
Secretary of State in advance on this date. 
Annual License Tax of Corporations—Report is | 
filed and tax paid to State Treasurer annually | 
on or before this date. Duplicate report must be | 
filed with Commissioner of Taxes. | 
Annual report of creameries, cheese factories, con- | 
denseries and receiving stations due. | 
Commissioner issues motor vehicle registration | 
certificates and plates on and after this date. | 
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March 29 
Annual domestic corporation financial report must 
be filed with Secretary of State before this date 
when extension of time for filing is granted by 
Secretary of State from February 28. 
March 31 
Lightning rod installation license expires. 
Motor vehicle registration—Every motor vehicle, 
trailer or semi-trailer registration becomes void 
on this date of the year of issue. 








VIRGINIA 
March 1—— 
Annual registration fee due. 
Franchise tax due on or before this date. 
Penalty of 5 per cent and interest at rate of 6 per 
cent per annum added. 





March _ 1-10 ae 
— salve, liniments, etc., vendors’ reports 
ue. 
Oyster purchaser’s inspection fee due. 
March 10 





Beer excise tax and report of beer sold during 
previous month due on or before this date. 

Beverages of not more than 3.2 per cent alcoholic 
content excise tax and report of beverages sold 
as previous month due on or before this 
date. 

Tobacco warehouse report due. 


March 20—— 
Gasoline statement and tax due. 
March 31 
Quarterly licenses (other than a license for which 
the certificate of a court is required by law 
before it can be granted, and other than a license 
which the law imposing the same provides shall 
not be prorated) expire. 
Vehicle registration period ends. 





WASHINGTON 
March 1—— 

Assessment and lien date for property taxes. 

First day to return telephone and electric com- 
pany schedules. 

Report of cutting of forest crop due. 

Steamboat companies’ reports and fees to Depart- 
ment of Public Works due March 1-15. 

March 15 

Admissions tax and return due. 

Annual toll-bridge company reports due. 

Butter substitutes reports and taxes due. 

Compensating tax and return due. 

Forest crop yield tax delinquent. 

Gasoline reports and taxes due. 

Gross income (occupation) tax and return due. 

Last day for property tax rebates. 

Property tax schedules of utilities due. 

Public utility gross operating revenue 
return due. 


Steamboat companies’ reports and fees to Depart- 
ment of Public Works due March 1-15. 
March 31 
Fish quarterly reports and license fees due. 
Game farming license fees due. 


Last day to return telephone and electric company 
schedules. 





tax and 
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WEST VIRGINIA 

March 2 

Gasoline tax and reports due (for January). 
March 10—— Paves 

Brewers’ and beer distributors’ monthly report and 

excise tax due. 

Petroleum dealers’ reports due. 
March 15—— | 

Personal net income tax returns and payments due. 

Retail sales tax and return due. 
March 30—— 

Gasoline tax and reports due. 





WISCONSIN 
March 1—— wae 
Casualty and suretyship insurance companies’ li- 
cense taxes based on gross premiums due. 
Fire, marine and sprinkler leakage stock insurance 


companies’ license taxes based on gross premiums 
due. 


Life insurance companies’ annual license taxes 
based on gross income due. 

Telephone companies’ reports of and tax on gross 
receipts due. 

March 2 

Transportation company gasoline tax reports due. 

March 5—— 
Monthly report of cold storage warehouses due. 
March 10—— 

Alcoholic beverage monthly reports due. 

March 15 

Adjustment service companies’ annual report to 
State Banking Department due. 

Information returns of wages, salaries, rents, etc., 
due to be filed with tax commission by corpo- 
ration, with assessors of incomes by others. 

Report by railroad, telegraph, sleeping car and 
express companies due. 

Return of income and first installment of tax due, 
unless taxpayer is on fiscal year other than cal- 
endar year. 

Statement of transfers of corporate stock due. 

March 20—— 
Gasoline dealers must file monthly report and pay 
tax. 
March 30 
Transportation company gasoline tax reports due. 
March 31 
Powdered milk license expires. 
Privilege dividend return and tax due. 














WYOMING 

March 1 : . 

Annual statement of sleeping car companies due. 

Gross receipts tax ye yp of express companies due. 

Mileage statement of car companies due. 

Mileage statement of railroad companies due. 
March 10—— . 

Carriers monthly gasoline tax and report due. 
March 15 : 

If return not filed, board shall ascertain facts and 

assess tax against express companies. 

Monthly gasoline tax and report due. 

Sales tax return and tax due. 
March 20—— 

Motor carrier compensatory tax and report due. 











in Marshall Field & Co., Inc. v. 


U. S., Protest 746827- 


G/41704-34. Decided December 16, 1936. 
Appeals from Board of Tax Appeals——Where neither 
















Stamp Taxes: Transfers of Silver Interests.—The tax, 
imposed by the Silver Purchase Act of June 19, 1934, of 
50 per cent of the gains from transfers of interest in silver 
bullion, is an income tax. Therefore, in accordance with 
early Supreme Court decisions, its imposition retroactively 
to May 15, 1934, is not violative of the due process clause 
of the Constitution —U. S. Supreme Court, in U. S. v. Percy 
K. Hudson, No. 97, October Term, 1936. 


Reversing Court of Claims decision (353-A CCH { 9615 
and 364 CCH § 9145). 


Appellate and Lower Courts 


A. A. A. Taxes: Imports.—The United States Customs 
Court holds that since the Supreme Court has held the pro- 
cessing tax imposed by the Agricultural Adjustment Act 
to be unconstitutional, the compensating tax imposed by 
that Act on imports and measured by the processing tax, 
is also unconstitutional. The Court also holds unconsti- 
tutional the provisions of Sec. 21(d) of the AAA and of 
Title VII of the Revenue Act of 1936 requiring proof that 
the tax was not passed on as a condition precedent to re- 
covery of such tax.—U. S. Customs Court, Second Division, 


taxpayer’s appeal nor assignment of errors was filed on 
time as required by law and rules of the Court, the appeal 
is dismissed.—U. S. Circuit Court of Appeals, Eighth Cir- 
cuit, in Joplin Ice Company v. U. S., No. 10,565, November 
Term, 1936. 

Dismissing appeal from District Court decision (343A 
CCH J 9448). 

Assessments—Burden of Proof.—Where the Board 
granted a rehearing, which it had a legal right to do, and 
in granting which there was no abuse of discretion, it may 
decide the case upon a point not urged by the Commission- 
er. The Board may uphold the Commissioner’s decision for 
a different reason from that set up by him in his deficiency 
notice. “It is immaterial whether the Commissioner pro- 
ceeded up on the wrong theory. The burden is upon peti- 
tioner to show that the assessment is wrong upon any 
proper theory.” 

A stock dividend paid on common stock in preferred 
stock was not income under the 1928 Act, that Act ex- 
pressly providing that stock dividends shall not be subject 
to tax. 

(Continued on page 115) 



























The Outlook for Federal 


Tax Revision 


ECENT developments in Washington clearly 

indicate that consideration of what may be 
deemed necessary by way of Federal revenue legis- 
lation at this session of Congress will be deferred 
until the intake on taxes due on March 15 is tallied 
and the effects of the levies under the Social Security 
Act are more clearly ascertained. 


While no far-reaching changes are expected to be 
recommended to Congress, a report by the Joint 
Committee on Internal Revenue Taxation, which it 
is understood is being prepared by staff experts, is 
expected to reflect the Administration’s request for 
removal of existing inequities in tax laws. 

Although there is insistent demand from inter- 
ested quarters for reduction or elimination of some 
of the excise taxes which under existing law expire 
on July 1, a means to sidestep controversy over the 
issue is likely to be found. And because of the fear 
that if even one change is made, a row will be 
started over all the taxes which without further leg- 
islation would terminate in midsummer, the line of 
least resistance palpably is to reenact them all, and 
hence a joint resolution to that effect looms as a 
strong probability. 

The weight of the President’s influence for con- 
tinuation of the temporary miscellaneous taxes was 
added by his Budget Message. The first specific 
legislative advice to Congress therein was as follows: 

I recommend that the Congress take steps by suitable 
legislation to extend the miscellaneous internal revenue 
taxes, which, under existing law will expire next June and 
July, ‘and also to maintain the current rates of those taxes 
which would otherwise be reduced next June. I consider 
that the revenue from such taxes or its equivalent is neces- 
sary for the financing of the budget for 1938. 

The budget for 1938, not including appropria- 
tions for recovery and relief which it is hoped will 
not exceed $1,537,123,000, is $6,158,000,000. 

The President anticipates Treasury receipts in the 
fiscal year 1938 to reach a total of $7,293,607,000, an 
increase of $1,465,456,000 over similar receipts for 
1937. Incidentally the budget for 1938 contemplates 
operation of the taxes under the Revenue Act of 








1936, including the surtax on undistributed profits. 
The President counted his tax chickens for the fiscal 
year 1938 as follows (figures in millions) : 


Income taxes 


PT ee eee De Nee See $3,365 
Miscellaneous internal revenue ...... 5.00.6 cece ceceee 2,508 
SOREN CUNEO, SCE TINIIOB oso ie wo. 6 sc eatererers br grcime ore wes 775 
DEEN TRNOINEEES PENNER, oo oia cscs. 5s: Gon ode rw ees be wesw ees 152 
Realization upon assets ........ sides iste ie tan vine rea tseses RAE 31 
J pean acti cok ay rs eee Op nee eR eee NI Ay ee 463 





CT CE TT TS _.. $7,294 


The estimated total receipts of $7,293,607,197 for 
the fiscal year 1938 compare with the estimate of 
$5,828,150, 719 for 1937 and actual receipts for the 
fiscal year 1936 of $4,115,956,615. If the guess for 
1938, which presupposes continuing improved busi- 
ness conditions, is correct, receipts for the fiscal year 
1938 will be 78 per cent greater than actual collec- 
tions in the fiscal year 1936. 

The tabular setup of anticipated expenditures 
would without reference to the context indicate a 
prospective budget balance in 1938 by a margin of 
$1,135,607,943. The catch is that only $316,030,913 
is included for recovery and relief whereas the Pres- 
ident hopes at best, that is if he gets as much aid 
as he hopes for from employers in adding to their 
number of employees, the total for recovery and re- 
lief will be kept down to $1,853,154,000 or $963,003 ,000 
less than the amount estimated for 1937. Rather, 
we suspect, realization of the building expansion, 
which has been “around the corner” for going on 
eight years, is more likely to turn the trick. 


Total receipts 


Federal Tax Receipts in Fiseal 
Year 1936 Show Increase 


HE Treasury effect of the elimination of the 

processing taxes was registered in the fiscal year 
ended June 30, 1936 by a drop from the preceding 
year in revenue receipts from that source of 
$444,700,000, but an increase of $321,600,000 in the 
yield of income taxes, a rise of $354,700,000 in mis- 
cellaneous tax collections, and a $43,400,000 gain in 
the intake from customs provided most of the 
momentum for a net gain in total revenue receipts 
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© Ewing Galloway, N. Y. 
The Lincoln Statute, by French, in the Lincoln Memorial. 
Washington, D. C. 


of $315,000,000. These data are from the annual re- 
port of the Secretary of the Treasury, which dis- 
closed total Federal receipts in the fiscal year ended 
June 30, 1936, of $4,116,000,000, as compared with 
$3, 800,500, 000 in the previous fiscal year. 


\ fault in the Federal tax system is its excessive 
reliance on taxes which not only are levied without 
regard for the manner in which their burden falls, 
but which are susceptible to pyramiding, taking more 
out of the pockets of consumers than the Govern- 
ment receives in revenue. In the fiscal year 1935, 
less than one-third of the Federal revenue was de- 
rived from income taxes, estate taxes and gift taxes. 
Termination of the AAA taxes resulted in an im- 
proved showing in that respect for 1936, with about 
44 per cent of total receipts having their source in 
direct taxes measured by ability to pay. But the 
proportion of the revenues which under present law 
are collected with no regard for their ultimate in- 
cidence makes the tax system vulnerable, particu- 
larly in the light of modern concepts of equity in 
taxation. 


The report of the Secretary of the Treasury points 
out that a considerable part of the increases in col- 
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lections from the income taxes, the estate and gift 
taxes which occurred in the fiscal year 1936 are at- 
tributable to the fact that during that year, for the 
first time, the full effect of increased rates under the 
Revenue Act of 1934 was applicable. 


Total general and special account expenditures 
(including expenditures for recovery and relief) 
amounted to $8,879,800,000 for the fiscal year 1936, 
as compared with $7,375,800,000 in 1935. However, 
the figure for 1936 includes an outlay of $1,673,500,000 
for the veterans’ adjusted compensation payment. 
Otherwise the expenditures for the fiscal year 1936 
would have been $169,500,000 less than the total for 
the fiscal year 1935. 

The deficit for the fiscal year amounted to 
$4,764,000,000, which included $403,000,000 for stat- 
utory debt retirement. The deficit increase of 
$1,359,000,000 over the previous year is attributed 
largely to the non-collection of processing taxes and 
the payment of the adjusted service certificates. 

The public debt outstanding on June 30, 1936, 
was $33,778,543,494, which was an increase of 
$5,077,650,869 over that of a year before. 


RECEIPTS BY MAJOR SOURCES FOR THE FISCAL YEARS 
1935 AND 1936 
(In millions of dollars) 
Increase (+) 








1935 1936 Decrease (—-) 
Internal revenue: 
Income taxes: 

Current corporation : 465.4 610.0 +144.6 
Current individual ‘ 448.2 589.4 +141.2 
Back taxes .. ; : 185.6 213.5 +27.9 
Excess-profits tax 6.6 14.5 +7.9 

Total income taxes 1,105.8 1,427.4 + 321.6 











Miscellaneous internal revenue taxes: 
Capital stock .. 












































91.5 94.9 43.4 
Estate 140.4 218.8 +78.4 
Gift ke | 160.1 +88.4 
Distilled spirits, and wines 195.4 256.1 +60.7 
Fermented malt ayn 215.6 249.1 +33.5 
Tobacco ; 458.8 500.8 + 42.0 
Stamp 43.1 69.0 +25.9 
Manufacturers’ excise taxes: 

Gasoline ..... ig 161.5 177.3 +15.8 
Autos, trucks, tires, etc .. 77.3 94.5 +17.2 
Electrical energy 32.6 33.6 +1.0 
Lubricating oils 27.8 27.1 —0.7 
All other 42.8 50.2 +7.4 
Total manufacturer’s excise : 
taxes : 342.0 382.7 +-40.7 
Telegraph, telephone, radio and 
a PE eee 19.7 21.3 +1.4 
Transportation of oil by pipe line 9.5 9.8 +0.3 
Admissions : 15.4 7 +1.7 
Coconut, etc.; oils processed id 11.7 +4.4 
All other miscellaneous 39.4 13.3 —26.1 
Total miscellaneous internal 
revenue taxes 1,649.8 2,004.5 +354.7 
Agricultural and related taxes . 521.4 76.7 —444.7 
Total internal revenue 3.274 .4 3,512.9 +235.2 
Customs .. ect 343.4 86.8 +43.4 
Total internal revenue = and 
customs 3,621.1 3,899.7 +278.6 
Miscellaneous receipts: a 
Proceeds of government-owned securities: : 
Foreign obligations ; 0.7 0.5 —0.2 
All other coe Seed 90.4 +52.3 
Seigniorage <~  e 39.3 —18.7 
All other miscellaneous | receipts <» aoe 86.1 +3.5 
Total miscellaneous receipts 179.4 216.3 +36.9 
Total receipts 3,800.5 4,116.0 +315.5 
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Law Governing AAA Tax Refunds 
Wins Another Round 


HE business situs of a membership in a stock 

exchange is in the state where the exchange is 
was shifted and in fact paid by someone else re- 
ceived an indirect rebuff on January 4 by the Supreme 
Court when it refused to review a decision of the 
United States Court of Claims in a suit brought by 
Continental Mills, Inc. of Philadelphia.’ 


Continental Mills, Inc. sought to recover $3,160 
paid as floor stocks tax on its stock of cotton on 
hand August 1, 1933, but the Court of Claims dis- 
missed the petition on the ground that proof had not 
been furnished that the assessment was not passed 
on to consumers as is required by law. As a result 
of the refusal of the United States Supreme Court 
to review the case, the decision of the Court of 
Claims stands. 


New York Income Tax on Non-resident 


Stock Exchange Profit Upheld 


AXPAYERS who claim the right to refund of 
fe taxes paid under the AAA even though the tax 
located and hence any profits arising out of the sale 
of the membership are received within the state and 
are subject to a tax on income. 

Such in effect was the decision of the United 
States Supreme Court unanimously rendered on Jan- 
uary 4 in a suit brought by C. Handasyde Whitney,” 
a Boston broker, contesting an income tax of $280 
levied by the State of New York on a profit of 
$108,000 realized in 1929 when he sold his interest 
in a seat on the New York Stock Exchange owned 
by Elwell & Whitney, his Boston firm. The appel- 
by Elwell & Whitney, his Boston 
firm. The appeallant’s argument 
was that because he had no real 
business location in New York, he 
was not taxable. 


In overruling the contention that 
the membership cannot be said to 
have a business situs in New York 
because the appellant and his co- 
partners reside and transact their 
business in Massachusetts, the opin- 
ion by Mr. Justice Hughes says, in 
part: 


We think that the argument fails to 
give adequate consideration to the na- 
ture and incidents of the membership. 
When we speak of a “‘business situs” of 
intangible property in the taxing states, 
we are indulging in a metaphor. We 
express the idea of localization by vir- 
tue of the attribute of the intangible 
right in relation to the conduct of af- 
fairs at a particular place. 

The right may grow out of the actual 
transactions of a localized business or 
the right may be identified with a par- 
ticular place because the exercise of the 





1 Continental Mills, Inc. v. The United State 
364 CCH { 9555. 

2 People ex rel. Whitney v. Graves, 271 1! 
N. ¥. €.: F. 9 S7-702. 
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right is fixed exclusively or dominantly at that place. In 
the latter case the localization for the purpose of transact- 
ing business may constitute a business situs quite as clearly 
as the conduct of the business itself. 

The Exchange is a market place. The privilege which 
inheres in the membership is the right to conduct trans- 
actions at that market place. That privilege of conduct- 
ing the business of the buying and selling of securities on 
the floor of the Exchange is the dominant feature of the 
membership or “seat.” 

Its very nature localizes it at the Exchange. It-is a 
privilege which can be exercised nowhere else. The nature 
of that right is not altered by the failure to exercise it. 

Wherever the owner may reside he must go to the Ex- 
change to exercise his privilege to trade upon its floor. If 
he prefers to have his customer’s orders executed through 
other members, still they must execute these orders on the 
Exchange under its rules. 


Court Decisions 
(Continued from page 112) 

The basis for determining gain from the sale of the stock 
dividend stock is its fair market value at the time it was 
received by the taxpayer. Since such value was the same 
as the selling price, no taxable gain resulted. The Court 
overrules the Commissioner’s contention that the basis 
was zero.—U. S. Circuit Court of Appeals, Seventh Circuit, 
in H.C. Gowran v. Com’r. Internal Revenue, No. 5801, Octo- 
ber Term and Session, 1936. 

Reversing Board of Tax Appeals decision (353 CCH 
q 7202). 

Basis for Gain or Loss: The Court remands this case 
to the Board with directions to determine the value of A. 
D. Shoup Company stock on March 1, 1913, in harmony 
with the views of the Court. In January, 1913, the petitioner 
entered into a contract providing for the acquisition of 
25 shares of the stock, to be paid for solely out of dividends, 
and the stock was so paid for on January 12, 1914. The 
Court holds that the stock was acquired in January, 1913, 
and that its March 1, 1913, value must therefore be used as 
the basis to be applied against the selling price in 1926. The 
Board (and the Commissioner) held that the basis should 
be $21,550, the price for which acquired. Inasmuch as the 


(Continued on page 118) 





© Ewing Galloway, N.Y. 
The President Addressing Joint Session of Congress. 
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Is the Income of a Maintenance Trust 
Taxable to the Settlor? 
(Continued from page 8&8) 


A suggestion ** that judicial recognition should be 
given to the usual pooling of the income of the 
various members of a family has not yet been 
adopted by the Courts. In a recent case,** a wite 
was receiving an annual income of $25,000. under an 
irrevocable trust created for her benefit by her 
husband. In holding that the trust income was not 
taxable to the husband-settlor, the Court said: 

“Certainly a man must be able to make his wife a gift, 
if he wishes, without affecting his marital duty. No author- 
ity has been cited for the theory that every gift by a 


husband to his wife must be presumed to be in discharge 
of eg 40 


It would seem, therefore, that the maintenance and 
support elements of the Schweitzer case did not de- 
termine the taxability of the settlor, but that such 
taxability resulted from the incompleteness of the 
original transfer of the trust property to the trustees 
The settlor never completely lost title to the corpus 
or to the income and therefore remained taxable 
thereon.*? Apparently the escape from high taxes 
by means of an irrevocable trust for the benefit of 
one’s minor children has not yet “been blocked by 
the resources of the judicial process.” * 


Social Securily Payroll Systems 
and Procedure 


(Continued from page 71) 

pedite the payments of benefits. The problem of 
duplicate coverage by two or more states, however, 
is not yet settled, and it would seem wise that every 
employ er should give especial attention to cases 
among his employ ees where two or more, states 
might be involved. Generally speaking, the employee 
should be reported in the state in which the greater 
part of his work is performed, or in the state in which 
he maintains his legal residence. No hard and fast 
rule can be laid down at this time, however. 


Compensation Subject to Tax.—It should be re- 
membered that all compensation for services, except 
that which is specifically exempted, is subject to the 
tax. This compensation might be called one thing 
or another, and includes salaries, commissions, 
bonuses, fees, premiums, wages, and any other form 
of compensation. A careful distinction, however, 
should be drawn between traveling expense, mileage 


% See dissenting opinion in Hoeper v. Tax Commission, 284 U. S. 
206, 218 (1931). 

a Shanley v. Bowers, 81 Fed. (2nd) 13, 15 (C. C. A. 2nd, 1936). 

© See also Kaplan v. Commissioner, 66 Fed. (2nd) 401 (C. C. A. Ist, 
1933); Bassett v. Commissioner, 33 B. T. A. 182 (1935). 

‘t Compare the English Finance Act of 1922, section 20, subdivision (1): 

“Any income * * * (c) which by virtue of or in conse- 
quence of any disposition made, directly or indirectly, by any 
person * * * is payable to or applicable for the benefit of a 
child of that person some period less than the life of the child 

* * shall _* * * be deemed for the purposes of the * * * 
income tax * * * to be the income of the person * * * by 
whom the disposition was made * * * and not to be for those 
purposes the income of any other person. 

“Burnet v. Wells, 289 U. S. 670 (1933). At page 677, Judge 
Cardozo said: 

“The solidarity of the family * * * (makes) it possible for 
the taxpayer to surrender title to another and to keep dominion 
for himself, or if not technical dominion, at least the substance of 
enjoyment.’ 
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allowances, entertainment or other expenses for 
which an employee may be reimbursed. 

In computing the amount of compensation, it is 
important that any medium which may be used other 
than cash should also be considered. This may in- 
clude rent, housing, lodging, board, clothing, food, 
or anything else of value that may be given in pay- 
ment of services. 

The Unemployment Compensation Tax is based 
upon wages payable within a taxable year, without 
regard to the time of payment. If the work was 
performed within the taxable year, then the accrued 
wages are to be figured for computation purposes 
even though actual payment was not made at the 
end of a year. For example, salaries accrued at 
December 31, 1936, but paid in 1937, would be re- 
ported on the 1936 return and taxed at 1%, whereas 
if the same salaries were reported in 1937, the rate 
of 2% would apply for Federal Unemployment 
Insurance. 


Liability for Taxes on Employees of Others.—There 
are two possible instances where an employer may be 
liable for employees of others. First, in the case of 
employees of his employees, helpers, and assistants. 
Second, in the case of employees of subcontractors. 
Generally, such a liability would accrue only under 
some of the states, and then only if the employment 
has been with the actual, constructive, or implied 
knowledge of the employer. 


In an article of this kind it is impractical, of course, 
to attempt to list all of the points which must be 
taken into consideration in all of the states. Indeed, 
it seems quite sufficient to stimulate thought and to 
direct and encourage study of the problems in par- 
ticular cases in the light of attending circumstances, 
one of which is the law of the state, or states, in 
which the taxpayer maintains taxable payrolls. 


Who Pays the Taxes? 


(Continued from page 84) 


the tax paid. The fact that when one receives an 
inheritance, the government takes a fraction of it 
in taxes, does not give the beneficiary the power to 
raise the prices he may have been charging for 
products sold by him, for those prices were already 
fixed by the other forces mentioned before. Nor 
does the inheritance tax force a curtailment of 
supply, which would lead to a rise in prices and 
shifting of the tax. In isolated cases prices may 
be raised after the imposition of such a_ non- 
shiftable tax, but where such rises occur, they could 
have been made before, and hence are not results 
of the tax. 

To go back to the beginning of this article, it will 
now be seen why it was said that the remarks of 
the Senator were only half right. At best, they 
were misleading. Who pays the cost of recovery 
and the other New Deal expenses depends, in the 
final analysis, upon what kind of financing the 
government uses. If it depends mainly upon the 
inheritance tax and the income tax, with steeply 
progressive rates such as we now have, those who 
(Continued on page 118) 








i 


SEI ge Ure 


February, 1937 THE TAX MAGAZINE 117 


Simplified Social Security a Records 
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(Left Page) Special Payroll Form with eight inch blank space in which we can print any width of blank or 


money ruled columns desired. 
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(Right Page) Standard Tax Sheet. Copyrighted “Tax Exempt” columns avoid repetition of taxable items. 


time, minimize possibilities of errors. 


SECURIT 


Save 


PAYROLL RECORD 
EMPLOYEE’S RECORD 


Social Security Act Compulsory Records Simplified 


A most carefully worked out system for keeping records REQUIRED by the 
Social Security Act and the several State Unemployment Compensation Laws 


After complete and exhaustive examination of all State 
and Federal Legislation, a SIMPLIFIED system, which elim- 
inates repetition of employees’ names and taxable items and 
saves hours of bookkeeping time, has been perfected. 


SECURITY forms provide for departmental accounting 
or division of taxes by states. General Summary form en- 
ables the accountant and examiner to PROVE the accuracy 
of payroll with General Books and taxes thereon. The Pay- 
roll Record is complete by years in all details, in one volume, 
including computation of all taxes. 


The Employee’s Record form provides all identification 
necessary under all laws. It is continuous so that in the sec- 
ond and succeding years the record need not be repeated, 
but financial history is fully shown. 


Prepared by a C. P. A. (American Institute) and Attor- 


ney (Bar Association) who is thoroughly familiar with all the 
Acts. 


Sheets providing specially ruled columns according to 
employer’s particular method of determining “Total Remu- 
neration” available. 


SECURITY RECORDS are outlined on page 807, 
CCH Unemployment Insurance Service. 


_ Book for recording earnings, to be kept by Employees, 
just off the press. 


SECURITY Forms are delivered in flexible leatherette 
binder. Wire-O Bound. Or may be had in standard post or 


Wire-O loose leaf. Handsome. Fine paper. Practical, fool- 
proof forms. 


SECURITY PRESS 


Security Building St. Louis, Mo. 


Security Press, Security Building., St. Louis, Missouri 


We enclose 25¢ for which please send us WIRE-O bound Miniature port- 
folio of specimen forms of Security Records. [If full size sheets are 
desired in large WIRE-O bound portfolio, send $1.00 to cover cost of 
preparation and mailing.] 
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ADDRESS 


QUALIFIED REPRESENTATIVES DESIRED IN MAJOR CITIES WHERE NOT YET REPRESENTED 
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Who Pays the Tax? 


(Continued from page 116) 


are taxed in the first instance will bear the burden. 
In other words, those who have ability to pay taxes, 
including the well-to-do and the rich, will bear the 
largest part of the cost of government and relief, 
and these taxpayers will be unable to shift that 
burden. If, on the other hand, the government 
yields to demands from many sources for a general 
nation wide sales tax—a tax on everything sold— 
or for a general “transactions tax” such as the 
‘ownsendites propose, the cost of relief and 
recovery, though perhaps paid by big and little busi- 
nesses in the first instance, will be shifted to the 
consumers, including the poor. All in all, the in- 
come tax and the inheritance tax are the two best 
levies we have. 


Insurance Trusts Under Inheritance 
and Estate Tax Laws 


(Continued from page 73) 


is that between funded and unfunded trusts. In 
those states the exemption was extended to insur- 
ance payable to trustees for named beneficiaries if 
the trust was funded, while apparently denying the 
exemption if the trust was not funded. Considering 
the nature and basis of the exemption, the distinc- 
tion seems to be without logical foundation. The 
validity of the distinction has recently—January 6, 
1936—been denied in a ruling by the Attorney Gen- 
eral of Missouri. Were the distinction valid, it 
would apply equally to express statutory exemption 
of insurance payable to named beneficiaries where 
no express reference is made in the statute to insur- 
ance payable to trustees. Of course, if the trust is 
not only funded but irrevocable, so that no interest 
in the policies is reserved by the insured, the insur- 
ance as indicated in Bingham v. United States, supra, 
might be treated as beyond the scope of the tax 
on constitutional grounds. Such apparently is the 
basis of an official letter issued August 29, 1928, 
under the Arizona inheritance tax law. But if the 
trust is revocable, a distinction between the funded 
and unfunded trust seems to be without substantial 
basis. 

The public policy underlying exemption of insur- 
ance payable to or for the benefit of named bene- 
ficiaries has taken complete statutory form in many 
states. In Colorado, Delaware, Indiana, New Jersey. 
Ohio, Oklahoma, Oregon, Pennsylvania, Tennessee 
and Wyoming the statutes expressly provide that 
the exemption of insurance payable to named bene- 
ficiaries applies whether the insurance is payable 
directly to named beneficiaries or through a trustee. 
In North Dakota, Montana, and under the present 
Washington Act, enacted since the Killien case, the 
limited exemptions provided for seem to apply to 
all insurance. In Wisconsin alone does the statute 
deny any exemption to insurance. The great pre- 
ponderance of exemptions, by rulings, decisions, or 
express statutory provision, is indicative of a strong 
public policy. To this public policy, as elaborately 
pointed out in the Haedrich and Killien cases, there 
cannot be imputed the refinement of distinction be- 
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tween insurance payable to named beneficiaries and 
that payable to a trustee for named beneficiaries. 
Nor can there be imputed any distinction between 
revocable funded trusts and unfunded trusts. The 
rule must be coextensive with the reason for the 
rule. It must follow that exemption of insurance 
payable to named beneficiaries, whether or not the 
exemption is expressly provided for in the statute, 
extends to insurance payable to named beneficiaries 
whether payable to them directly or through a trus- 
tee, and whether the trust, if revocable, be funded 
or not. 


Court Decisions 
(Continued from page 115) 


stock was sold to the petitioner at a reduced price in order 
to get him into the Shoup Company, the Court holds that 
its true value on March 1, 1913, rather than the purchase 
price, should be accepted as the basis, taking into consider- 
ation a restriction in the contract of purchase that if at any 
time the petitioner should cease his employment with the 
selling company, that company or a named official therein 
should have a 60-day option to purchase the stock at its 
then book value.—U. S. Circuit Court of Appeals, Seventh 
Circuit in Nicholas G. Behles v. Com’r. Internal Revenue, No. 
5904, er Term, 1936, October Session, 1936, Reversing 
B. T. A. decision, (371 CCH { 793.2773). 





The Board erred in holding that the March 1, 1913, 
value of certain land might not be used as the basis for 
gain or loss by taxpayer, because of failure to show that 
the land was acquired before March 1, 1913. The Commis- 
sioner had used the value as of that date in fixing the basis, 
and had, thereby in effect determined that the property was ac- 
quired before that date. The taxpayer in his appeal con- 
tested the amount of the Marchel, 1913 valuation. Since 
the Commissioner’s determination was prima facie correct 
and he had assumed that the property was acquired before 
March 1, 1913, the Board erred in holding that such value 
could not be used because there was no proof that the 
property was acquired before March 1, ee and it erred 
in refusing to consider evidence of March 1, 1913, value 
of the land. “The error in the Board’s position is ‘that it 
accepts the correctness of the Commissioner’s result but 
ignores the grounds upon which it was founded.”—U. S. 
Circuit Court of Appeals, Fourth Circuit, in [Vilson Coal 
Land Company v. Com’r. Internal Revenue, No. 4065. 

Reversing B. T. A. memorandum decision (CCH {793 
Index Vol). 

Compromise of Taxes and Penalties.—Plaintiff is de- 
nied recovery of civil ad valorem penalties paid for 1917 
to 1921 on taxes for those years after he had been subjected 
to criminal penalties (fine and imprisonment) with refer- 
ence to his returns for 1921 and 1922. Without finding it 
necessary to pass upon the issue of former jeopardy raised 
by plaintiff, the Court bases its denial upon the following 
facts: (1) that the claim for refund set forth grounds en- 
tirely different from those on which this suit is based; (2) 
that the Board of Tax Appeals had settled plaintiff’s tax 
liability for the years involved, its decision having become 
final under Section 1005 (a) (1) of the 1926 Act; (3) that 
an offer in compromise had been made and accepted, pre- 
cluding further litigation —U. S. Court of Claims, in Charles 
J. Castle v. U. S., No. 42041. 

Deductions: Bad Debts.—Upon the facts, Commis- 
sioner’s determination of the amount of the additions to 
the reserve for bad debts for 1927, 1929 and 1930 is held 
reasonable, and it is held that an allowance for a prior 
year does not bind the Commissioner to approve the same 
allowance for a later year.—U. S. Court of Claims, in Art 
Metal Construction Company v. U. S., Nos. 42493 and 42548. 


Deductions: Losses.—Where taxpayer under the terms 
of an underwriting agreement was obliged, in 1929, to take 
up stock at a certain price which was in excess of the value 
of the stock when he took it up, the difference is not de- 
ductible as a loss in 1929. The taking of the shares con- 


stituted a purchase, and since they were not disposed of 
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during the taxable year, no loss was deductible—U. S. 
Circuit Court of Appeals, Seventh Circuit, in Bertram J. 
Grigsby v. Com’r. Internal Revenue, No. 5890, October Term 
and Session, 1936. 

Affirming B. T. A. decision (353 CCH { 7532). 





Where certain patents were, upon the evidence, found to 
have been worthless before 1927, but were disposed of for 
a nominal sum in 1927 by a corporation which shortly 
thereafter became affiliated with plaintiff corporation, the 
loss may not be deducted in computing consolidated _in- 
come for 1927.—U. S. Court of Claims, in Art Metal Con- 
struction Company v. U. S., Nos. 42493 and 42548. 


Deductions: Taxes.—Since liability for payment of 
3ritish taxes is dependent upon whether the taxpayer con- 
tinues in business during the year of assessment, British 
income taxes for assessment period April 6, 1931, to April 
5, 1932, accrued on books of domestic taxpayer at the end 
of 1930 for the taxable year 1930, are not deductible in 
1930.—U. S. Court of Claims, in Art Metal Construction 
Company v. U. S., Nos. 42493 and 42548. 


Estate tax.—Where the gross estate of the decedent 
was determined by the Court of Claims on May 6, 1929, in 
answering plaintiff's claim that the proceeds of certain 
insurance policies should not have been included in the 
value of the gross estate, plaintiff is estopped by the doc- 
trine of res adjudicata from raising in this Court a new 
issue that certain Missouri real estate was erroneously in- 
cluded in the gross estate in the previous decision.—U. S. 
District Court, Western District of Missouri, Western Divi- 
sion, in Martha A. Guettel, Arthur A. Guettel, Martha A. 
Guettel and Henry A. Auerbach, Trustees for Edward I. 
Guettel and Edward H. Guettel v. U. S., No. 8499. 

The Court overrules plaintiff’s motions for amendments 
of fact and for a new trial and holds that in computing an 
overpayment of estate taxes under the 1924 Act rates as 
reduced by the 1926 Act, the credit allowed for state in- 
heritance taxes must be considered.—U. S. Court of Claims, 
in E. Pennington Pearson, Admr. of the Estate of Frederick 
I’. Ayer, Deceased, v. U. S., No. 41837. 

Overruling motion for new trial and for amendments of 


fact (364 CCH { 9310). 


A marriage agreement provided that the husband’s prop- 
erty be owned in community and governed by the law of 
3remen, Germany, relating to community property. But 
where the husband made testamentary disposition of 
property held in community under German law at variance 
from the succession prescribed by such law, the decedent’s 
property may properly be regarded as passing by will, and 
all the community property, located in the United States, 
so disposed of is includible in the decedent’s gross estate. 

Securities of a nonresident decedent, held by a U. S. 
bank as collateral for a loan made to another to whom 
the securities had been loaned by decedent, are includible 
in full in gross estate. The executors, in Order to obtain 
possession of the securities paid the loan. This payment 
may not be deducted from the gross estate, Section 303 
(c) providing that no deduction shall be allowed in the 
case of a nonresident unless the return includes the value 
of property not situated in the United States.—U. S. 
Circuit Court of Appeals, Second Circuit, in Frederick 
Rodiek, as ancillary executor of Johann Friedrich Hackfield 
v. Guy T. Helvering, Com’r. Internal Revenue. 

Affirming BTA decision (364 CCH 7119). 


Limitation on Stock Losses.—Section 23(r) of the 1932 
Act, limiting the deduction of losses from sales and ex- 
changes of stocks and bonds which are not capital assets 
to the amount of the gains from such sales or exchanges, 
is not invalid. Consequently, the appellant taxpayer was 
not entitled, in 1932, to deduct from his net income derived 
other than from sales or exchanges of stocks and bonds 
held not more than two years his losses from sale of 
stocks which were not capital assets within the intent of 
said section 23(r). The Court holds that there is no merit 
to the contentions (1) that the effect of the said section 
is to cause a — tax to be levied without apportionment 
contrary to Art. Sec. 9, of the Constitution, and (2) 
that the Guadion is so unreasonable, arbitrary, and 
capricious as to violate the due process clause of the Fifth 
Amendment.—U. S. Circuit Court of Appeals, Second 
Circuit, in Samuel H. Davis v. U. S., decided January 4, 1937. 
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Penalties From Taxpayers 
Last Year Exceed $100,000 
due to unfamiliarity with 


The Tax Laws of Alabama 


SIMON’S COMPILATION OF 
ALABAMA REVENUE LAWS 


is endorsed by Tax Authorities: 


“It offers business and professional men easy 
reference to the Tax Laws of Alabama, decisions 
and opinions. It should prove a highly useful 
addition to the library of business or professional 
men.”—Frontis H. Moore, Attorney and Tax 
Specialist. 

“A book that every business and professional 
man should add to his library. It is by far the 
best and most complete work of its kind ever pub- 
lished.”—E. B. Henry, Commissioner of Licenses 

“This valuable Code is so compiled that any 
one interested in tax problems will receive much 
aid and valuable information. I commend it 
highly.”"—W. W. Hill, Judge of Probate 


575 pages. Price: $5.00 Postpaid. 10 days’ approval. 


REVENUE LAWS RESEARCH BUREAU 
Box 112 Montgomery, Alabama 
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The Undistributed Profits Tax— 
Suggested Changes in Law 


(Continued from page 82) 


Certainty and equity are two essential ingredients 
(among others) of a sound taxing system. No tax 
program will or can long survive, in a democracy, 
that does not meet these two requirements. It 
is because the writer is so thoroughly convinced of 
the soundness of the underlying principle upon which 
the undistributed profits tax is founded that he 
hopes for the early elimination of the inequities and 
uncertainties now imbedded in the statute. History 
abounds with illustrations of measures sound in 
principle that have come to grief because of un- 
fortunate and correctible errors in application or 
detail. It is hoped that such will not be the lot of the 
undistributed profits tax. 


Ownership Certificates for 
Bond Interest 


(Continued from page 85) 
for payment. They are required to be filed with 
the department as a check against and, therefore, 
as a complement to the income tax returns of the 
makers. They are clearly “income returns” within 


the meaning of Section 3167, Revised Statutes, as 
amended. 


Improper Certification Results in Loss to 
Debtor Corporations 


I the amount of interest had erroneously been 
placed on the line of the above certificate num- 
bered (9) the debtor corporation would be compelled 
to assume 2 per cent tax on the amount and pay 
this tax to the government in behalf of the bond- 
holder, while in fact, the bondowner’s income was 


not taxable. It is such erroneous classifications that 
cause debtor companies to pay each year to the 
government large sums in such taxes to which it 
is not legally entitled. The tax is imposed on the 
recipient of the income and not on the debtor cor- 
poration and if the recipient of the income is not 
a taxable person, there is no tax to be either im- 
posed or levied. It is, therefore, incumbent upon 
the bondholder or his agent in justice to the debtor 
corporation to file ownership certificates if he is 
not taxable with the amount of interest on line 
numbered (8) as above noted, in order that tax may 
not be paid to the government on income which 
is not subject to tax. 


If the bondowner finds at the close of the calendar 
year that his taxable status has changed from that 
indicated on the ownership certificates previously 
filed, he may file amended certificates with the debtor 
corporation correcting the classification. 


In cases where the 2 per cent tax has been paid 
by the debtor corporation in behalf of the bond- 
owner because of erroneous classification of taxable 
status on ownership certificates, it is only possible 
to obtain refund of this tax from the government 
upon the filing of a sworn affidavit by the taxpayer 
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to the effect that a tax return was made showing 
no tax due and further certifying to the fact that 
no credit was taken in the return for tax paid at 
the source. The debtor corporation would not be 
aware of a bondholder’s income not being taxable 
unless so advised or an amended ownership certifi- 
cate is filed with it. 


Withholding at the source comprises large num- 
bers of small amounts but in the aggregate it is 
very costly for debtor corporations with large out- 
standing funded debts. 


rgY eye . e 

The ‘Taxability of Dividends 

(Continued from page 78) 
will not close the corporation’s case allowing a divi- 
dend credit in respect of such dividend and on the 
other hand will assert tax on the dividend against 
the stockholders. This somewhat inconsistent posi- 
tion is considered necessary in order to protect the 


revenues until the matter has been finally decided by 
the courts. 


A prudent taxpayer will endeavor to inform him- 
self as to whether doubt or uncertainty exists or is 
likely to arise with respect to the taxability of any 
dividend received, and where there is such doubt or 
uncertainty he will file a claim for refund of tax paid 
by him in respect of such dividend before claim is 
barred by the statute of limitations. 


Rulings of the Bureau of 
Internal Revenue 


(Continued from page 94) 


Manufacturers’ Excise Taxes.—Where the manufactur- 
er sells a radio receiving set, consisting of a cabinet pur- 
chased tax-paid and a chassis of his own manufacture, and 
there is no separate billing to show the actual sale price 
of the tax-paid cabinet, it is necessary to establish the fair 
market price of the cabinet in order to determine the por- 
tion of the entire selling price which should be allocated to 
the tax-paid cabinet on which the manufacturer of the set 
is not required to pay another tax. In such a case the man- 
ufacturer may-establish the fair market price of the tax- 
paid cabinet by allocating to the cabinet an amount which 
bears the same ratio to the price for which the set is sold 
as the cost of the cabinet bears to the entire cost of the set. 
The selling price of the set minus the fair market price of 
the cabinet is the proper basis for computing the tax under 
section 607 of the Revenue Act of 1932.—S. T. 851, X V-51- 
8446 (p. 11). 


Partnerships: Tax of Partners—Where a nonresident 
alien member of a partnership operating in the United 
States and in a foreign country devotes his time solely to 
the foreign branch and the partnership agreement provides 
that he shall be paid a “salary” out of the profits of the 
foreign branch, the amount of the so-called salary is part 
of his distributive share of partnership profits and consti- 
tutes income from sources without the United States to 
the extent that income of the foreign branch is available to 
make such distribution.—G. C. M. 17255, X V-52-8455 (p. 6). 


Social Security Act: 


Account Numbers: Individuals Il’ho Are Employed on 
November 24, 1936.—Every individual who is an employee 
on November 24, 1936, shall file an application for an ac- 
count number on Form SS-5. The application shall be 
filed, in accordance with instructions on the form, with any 
postmaster. The emplovee shall file the application on or 


before December 15, 1936.—T. D. 4720, X V-50-8438 (p. 16). 








